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DEPENDABLE 
Employment Agency 


220 W. 42nd St. 
BRyant 9-7666 


We Specialize 
in servicing Accountants and 
their clients with dependable 
male and female personnel 





¢ COMPTROLLERS ¢ BOOKKEEPERS 

¢ OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. e STENOGRAPHERS 
Juniors e TYPISTS 

© SALES e CLERKS 

Established 1939 
Wm.Schnuer, BBA, MBA Shirley Schnuer 
Licensee Licensee 


N.Y. 18 








specializing in the employment requirements 
of the public accountant and his clients 


ROBERT HALF 


personnel agencies 


25-15 bridge plaze n. 
long Island city 


new york city 
stillwell 6-5707 


140 w. 42 street 
longacre 4-3834 


directed by a certified public accountant 

















UNLIMITED 


The 4Fmployment Agency for Bookkeepers 


OURS IS A SPECIALIST ORGANIZATION, PROVIDING 
RESPONSIBLE AND THOROUGHLY EXPERIENCED 


BOOKKEEPING PERSONNEL — Sxchcsewely, 


Broktexper 








299 madison AVENUE - NEW YORK 17 


* MUrray Hill 7-382! 
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PERSONNEL AND BUSINESS 
OPPORTUNITIES 
Help Wanted: 


Situations Wanted: 


20¢ a word. minimum $5.99 
l0¢ a word. minimum $2.99 
Business Opportunities: 15¢ a word. minimum $3.09 
Box number. if used. counts as three words, 


Clo-ing Date—15th of month preceding date of publication 
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HELP WANTED 





WELL-KNOWN ORGANIZATION 
WITH MAIN OFFICES IN ROCKE. 
FELLER CENTER has opening in comp- 
troller’s department for recent college 
graduate with one or two years experience 
in public or private accounting. Prefer man 
with M.S. or M.B.A. degree. Excellent Op- 
portunity leading to administrative positions 
(not necessarily in accounting). Give com- 
plete information 6n education, experience 
and salary requirements. Replies held in 
strict confidence. Our staff knows of this ad, 
30x 442, New York C.P.A. 





BUSINESS OPPORTUNITIES 





Mail and Telephone Service: Desk provided 
for interviewing. $5.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue, New York (42nd Street). 





Calculating Service 
Inventories computed, sales analysis, etc. 
Special service to C.P.A’s. Verna Crawford, 
565 Fifth Avenue, ELdorado 5-0280. 





C.P.A., 33, Society member, wishes to pur- 
chase individual accounts, practice or a part- 
nership interest in Metropolitan area or Long 
Island. Box 441, New York C.P.A. 





C.P.A.—Young, mature, personable, present- 
ly grossing $12,000, seeks merger to expand 
mutua!ly. Will also purchase practice of 
accounts. Box 443, New York C.P.A. 





C.P.A., 32, $10,090.00 practice consisting of | 


high calibre accounts requiring ha!lf-monthly 
time. Excellent potential. Desires partnership 
with overburdened CPA with accounts ot 
similar nature. New York City area. Box 
444, New York C.P.A. 





Comptometry Service 
For the arithmetic of your audit Rapid and 
Accurate Comptometry. Per diem hasis— 
anywhere. Complete Computing Servite 
1133 Broadway, New York 10, N. Y. 
CHelsea 3-3600. 
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Opportunity for poet-accountant to wit i 
tangible compensation. All inquiries answered. 
Box 445, New York C.P.A. 
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PERSONNEL AND BUSINESS 
OPPORTUNITIES 


BUSINESS OPPORTUNITIES 


(continued) 
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CP.A—(N. Y. and N. J.)—recent Junior 
Partner—available to relieve overburdened 
practitioner —will invest. Box 446, New 
York C.P.A. 

For Rent 


1 to 4 rooms to 
Newly 


Broadway, 170; Room 911; 
sublease; Attractive Reception Room ; 


Decorated. 
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Statistical Typing 
Financial reports, tax returns, expertly typed 
—reasonable—confidential—ten years certified 
experience. Thorough knowledge all details. 
JUdson 6-3879. 








TRANSPOSITIONS? 


Error found in Ten Minutes! 
Saves 75 to 90% of Checking! 
Price $1.00 plus tax 
WRITE FOR CIRCULAR 


“Ship Digit” 


P.O. Box 1403, Buffalo 14, N. Y. 








FIFTH AVENUE TELEPHONE SERVICE 


¢ Efficient personalized mail-phone service 
¢ We make appts., relay messages accurately 
¢ Desk and office space available 

¢ Call Mr. Bernard today for information 


MU 2-3383 516 FIFTH AVE. 
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NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 


STANDARD APPRAISAL COMPANY 








BOSTON ATLANTA 
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READ HOW 
CORPORATE FUNDS 
CAN EARN 


A, 


PER 
YEAR 


AVINGS DIVIDEND 









ANTICIPATED S 


Your Clients Will Appreciate 
Getting This Information! 


CORPORATION OFFICIALS fre- 
quently face the problem of 
investing surplus funds, reserve 
funds, trustee funds, funds for de- 
preciation, reserves for taxes, etc. 
They look for: 1. security of prin- 
cipal, 2. availability, 3. reason- 
able return. 

YOU'LL FIND ALL 3 in a Corpo- 
rate Fund Account at NINTH 
FEDERAL. Each Company is in- 
sured up to $10,000 by Federal 
Savings And Loan Insurance 
Corporation. Anticipated savings 
dividend 1952 at 22% per year, 
credited semi-annually. To con- 
serve savings dividends upon 
funds withdrawn before end of 
dividend period, passbook loans 
are available. 

FOR FURTHER INFORMATION, ask 
for Folder CP-2. Phone or write Edgar R. 


Tostevin, Treasurer, or visit either of ' Ol 
two convenient Savings Centers. 


NINTH S3= 


FEDERAL SAVINGS © 
AND LOAN ASSOCIATION 


AT TIMES SQ. FACING U.N. 
1457 B'WAY Ist Ave.—45th St. 
Hours-—9 to 3 “Hours—9 to 3 
Friday 9 to 6 Wednesday 9 to 7 


WISCONSIN 7-9120 






















Reminder of 
1952 PRIZE ESSAY CONTEST! 


The Board of Directors of the Society has authorized the Com- 
mittee on Publications to conduct a prize essay contest among 
seniors and graduate students majoring in accountancy, duly 
enrolled in the colleges of New York State. The article may 
cover any topic in the field of accounting and/or auditing. 


Prizes in the amount of $100 for the best article and $50 for 
the second best article are offered. In addition, the two winners 
and any others submitting papers worthy of honorable mention 
will receive a one-year subscription to The New York Certified 
Public Accountant. 


The General Rules of the Contest are as follows: 


All papers shall be original, and the manuscript shall be typed in 
duplicate on 814 x 11 stationery on one side, double or triple space 
typing, and shall not be more than 6,000 words in length. Each 
contestant shall indicate the exact number of words in his paper 
at the end thereof. 
* 

The name of the individual submitting the paper shall not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter giving 
the contestant’s name and address. When submitted to the judges, 
each manuscript will be given a key number for identification. 


* 


Manuscripts should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 677 Fifth Avenue, New 
York 22, N. Y., on or before May 15, 1952. Awards will be 
announced as soon thereafter as possible. 


* 


All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be available 
for publication in The New York Certified Public Accountant. 
The decision of the judges shall be final as to what papers, if any, 
may be entitled to prizes. 
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An Accountant’s First Visit to a Textile 
Weaving Mill 


By Sipney C. Friep, C.P.A. , 
This article, in breezy, narrative style, presents the descriptive 
background material necessary to an understanding of textile 


weaving processes. It thus paves the way for better comprehension 
of the two technical papers that follow. 


HE hero of this epic is one Percy Corp., and we find our seeing-eye ac- 

Veerance, supervising staff ac- countant heading toward the Carolinas 
countant of the firm of Zero, Balance’ via rail. As this will be his first audit, 
and Crossfoot, Certified Public Ac- not only of the new account, but of any 
countants of New York City. It is firm in this industry, he must first ob- 
through his eyes that we shall have a tain all the necessary background data 
ring-side seat and view the panorama upon which to build his audit program. 
of events occurring during an account- As he sits in the train, he plans his 
ant’s initial trip to a textile weaving approach to this phase of the problem. 
mill. The firm has recently acquired a A glance at his worksheet reveals a 
new account, the Southern Weaving logical plan of attack: 





; aaa ; Step 1: Establish the basic facts 
SIDNEY C. Friep, C.P.A., has about the plant— 

been a member of the Society since 

1940 and served during 1950-1951 

as Chairman of the Committee on 


(a) Products manufactured 
(b) Physical plant and equipment 


Textile Accounting. He is actively (c) Number of employees and or- 
engaged in the Textile Industry as ganization chart. 
Vice-President and Comptroller of Step 2: Review all books of rec- 


the Martin Weiner Corporation, in- 
tegrated rayon manufacturers. He 
is also a member of the Controllers 


ord in the office and establish the 
purpose of each. 





Institute of America and the Amer- Step 3: Take a trip through the 

ican Management Association. plant, following the actual flow of 
This paper was presented by him the product through each depart- 

at a technical meeting of the Society ment. 

conducted last year at the Engineer- Step 4: Review the flow of paper 

ing Auditorium under the auspices work between office and plant. 

of the Committee on Textile Ac- ea ; 

ee Step 5: Review the system of in- 
g. 


ternal control. 
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Products Manufactured 


Upon his arrival at the plant, our 
central character is greeted by the plant 
superintendent. From conversations 
with him, Percy obtains the data previ- 
ously outlined in Step 1. The mill 
weaves broad, filament rayon, apparel 
fabrics. Among others it carries in its 
line such basic fabrics as 114 x 68—100 
Denier crepe and 92 x 68 pigment 
taffeta. The superintendent explains 
that the designation “114 x 68” or 
“92 x 68” indicates the actual construc- 
tion of the cloth. The first figure refers 
to the number of yarns to the inch in 
the lengthwise warp, whereas the sec- 
ond figure designates the number of 
yarns to the inch in the crosswide fill- 
ing. Full construction data also in- 
cludes information concerning the size 
and type of yarns used in the warp and 
filling. 


Plant, Equipment and Personnel 

The plant itself is a one-story mill 
building of some 100,000 sq. feet in 
area. It houses 500 looms, auxiliary 
equipment, and a staff of about 250 
employees. 


Books and Records 


The superintendent then turns Percy 
over to the office manager and our 
hero brings into play Step 2 of his 
master plan. He learns that the mill 
office concerns itself only with branch 
accounting, which in this case includes 
payroll, purchase of mill supplies, and 
material accounting. Raw yarn pur- 
chases are made from the home office 
in New York and the general corpo- 
rate ledgers are also maintained there. 
Percy asks if he may see all the books 
of record and they bring him the fol- 
lowing : 


(a) Purchase Book 

(b) Cash Disbursement Book 
(c) Accounts Payable Ledger 
(d) Payroll Register 

(e) Petty Cash Book 

(f) Raw Yarn Record 

(g) Warp Book 
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(h) Supply Records 
(i) Yarn Clearance Records 


Items (a) through (e) are the usual 
accounting records used for these pur- 
poses and require no special mention. 
The Raw Yarn Record is a perpetual 
inventory of unopened cases of yarn, 
classified by quality and code of yarn. 

The Warp Book is a record of each 
warp prepared and its disposition. 

Supply Records are perpetual inven- 
tories of the more important machine 
parts maintained in the stock room. 

Clearance Records consist of calcula- 
tions accounting for all the yarn, from 
the time received to the time shipped. 
These calculations are controls indicat- 
ing that the yarn was transformed into 
fabric according to construction for- 
mula, that there was no_ excessive 
waste, damage or pilferage, and that 
the physical inventory on hand at the 
end of the accounting period is accur- 
ate for all practical purposes. 


Flow of Product Through the Plant 


The next step of the plan called for 
a trip through the plant and Percy ar- 
ranges with the superintendent for a 
guide to take him from department to 
department, following the actual flow 
of the product. Raw yarn is received 
and stored in the yarn stock room. It 
is generally received on cones of 3 to 5 
pounds in weight. From this point the 
yarn goes to the first production de- 
partment—warping. 

larping: In the warping operation, 
the single filaments of yarn are taken 
from the cone and arranged in a con- 
tinuous wide sheet of yarns, in which 
the filaments are spread equally apart, 
lie parallel to each other, and are in 
the same horizontal plane. Warp is the 
term used to designate the lengthwise 
yarns in a piece of fabric. The term 
sley is frequently heard in textile cit- 
cles. It refers to the number of fila- 
ments to the inch in a warp. There 
are two types of warping, one known 
as the Silk System and the other as 
the Cotton System. A _ silk system 
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An Accountant's First Visit 


warping machine consists basically of a 
magazine cone creel, a large cylindrical 
reel and a beaming stand. The cones 
of yarn are placed on the creel, which 
can accommodate 1,000 or more cones. 
The yarn ends are drawn forward 
through suitable reeds and are wound 
ina yarn sheet about 8 inches wide on 
the large reel which has a circumfer- 
ence of about 8 yards. Additional 8 
inch sections are placed side by side on 
the reel until the desired width of the 
warp is completed. The 114 x 68—100 
Denier construction has a warp of 
about 5,500 ends. The 92 x 68 pigment 
taffeta has a warp of about 4,000 ends. 
From the large reel, the full width of 
warp is redrawn onto a loom beam in 
the desired length. A warp may run 
from 2,000 to 5,000 yards in length. A 
3 pound cone of 125 denier rayon has 
approximately 107,000 yards of yarn. 
If the warper averages 200 yards per 
minute, the cone will last some 9 to 10 
hours. The creel must then be re- 
banked every 10 hours. 

A cotton system warper differs from 
the silk system warper in that the 
yarns are drawn directly from the creel 
onto a direct beamer. Section beams 
of from 400 to 800 ends are prepared 
and up to lengths of 50,000 yards. 
Several section beams are then re- 
drawn on the cotton slasher to make 
the desired width and length on the 
loom beam. 


Slashing and Sizing: Following the 
warping operation it is necessary to 
size the warp in the slashing depart- 
ment. This is accomplished by passing 
the warp through a gelatinous solution 
and then over a series of dry cans. By 
so doing a moderate stretch is imparted 
to the yarn. This is an important point 
to keep in mind in accounting for the 
yarn in a clearance calculation. The 
purpose of impregnating the yarn with 
the sizing solution is to increase its 
strength and minimize breakage due to 
chafing at the loom. For the 100 
Denier and 92 x 68 qualities, sizing 
gain “ill run approximately 5% each. 


1952 
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to a Textile Weaving Mill 


As in warping there are two types 
of machines for sizing, one designed to 
run silk-system warps and the other 
cotton-system warps. “The silk-system 
sizer will take the loom beam as made 
at the warper and redraw it through 
the size solution, then over dry cans and 
onto another loom beam. The cotton- 
system machine may be differentiated 
from the other by use of the word 
“slasher”. Slashing is the operation of 
drawing yarn from several section 
beams, assembling them in parallel or- 
der and in a continuous sheet having a 
desired number of filaments or ends of 
equal length, and winding them onto a 
loom beam. Slashing also includes the 
operation of sizing as a suitable appli- 
cation of size solution is made to the 
yarns as they are drawn from the sec- 
tion to the loom beams. Dry cans are 
similarly used on the slasher to dry the 
impregnated yarn. The size solution 
used must not only be capable of pene- 
trating, coating and protecting each 
filament of yarn, but it must be of such 
a nature as to be readily washed out 
in the finishing operation. 

After sizing, the warp on the loom 
beam is entered through the reed and 
the harness and is then ready for 
mounting on the loom. 


Quilling: Filling is the term used to 
designate the cross-wise yarns in a 
cloth. These cross-wise yarns are in- 
terlaced through the warp on the loom 
as the shuttle moves back and forth. 
In each shuttle is a quill of yarn. These 
quills of filling yarn are prepared on a 
quilling machine. The operation of 
quilling is the transferring of filaments 
of yarn from the original yarn pack- 
age, usually the cone, onto a bobbin or 
quill. The bobbin is a small wooden 
elongated cylinder of from 6 to 8 inches 
in length and up to % inch in diameter. 
Modern quilling machines are highly 
automatic devices capable of position- 
ing the empty quill, transferring the 
yarn, and then discharging the full 
quill. The operator’s main function is 
to keep the machine amply supplied 
with yarn and quills and to remove full 
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quills as they are completed. Filling 
yarn is frequently tinted with a fugitive 
color to differentiate different lots and 
codes and to avoid errors in weaving. 

Weaving: The weave shed itself is 
usually a separate closed room having 
neat rows of looms and controls for 
regulating the heat and humidity of 
the air. Most modern mills today pro- 
vide automatic conditioning in their 
weaving department in that it permits 
of higher weaving efficiency and finer 
quality of product. 

IVeaving itself is the actual opera- 
tion of interlacing the warp and filling 
yarns. The yarns interlace each other 
at right angles in a desired pattern. 
The quills containing the filling move 
back and forth through the warp at a 
speed of 172 picks per minute. The 
woven fabric is wound up on a wooden 
roll and when 100 yards or so is ac- 
cumulated, it is cut off, creating what 
is known as a “piece”. Each such piece 
is identified with a number. The usual 
numbering system is to utilize the warp 
number and the consecutive cut num- 
ber. By so doing, each piece can be 
easily related back to its loom, warp 
and original yarn used. This is impor- 
tant in case of imperfections in quality 
which have to be traced back to their 
source. The natural operation of a 
loom in weaving a fabric creates a cer- 
tain “take-up” or shrinkage in the 
length of the warp that. may run as 
high as 8 to 10%. The 114 x 68—100 
Denier crepe has a take-up of about 8- 
9%. The 92 x 68 pigment taffeta has 
a take-up of some 3%. This shrinkage 
in length of warp is important to the 
accountant in calculating costs or clear- 
ances. Woven fabric taken off the 
loom is termed greige goods and is 
ready for shipment to the mill’s cus- 
tomers. 


Flow of Forms between 

Office and Plant 

While chatting at lunch with the 
plant superintendent and the office 
manager Percy steers the conversation 
around to the subject of the flow of 
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paper work between the office and 
plant. If you recall, this was Step #4 
in his master plan. The paper starts 
to flow with the receipt of raw yarn 
at the mill door. Notice of receipt is 
given to the office where the shipment 
is recorded in the Raw Yarn Record. 
Similar notice is forwarded to the New 
York office, where it is used to sub- 
stantiate the purchase invoice and the 
contract. Yarn removed from the stock 
room is similarly recorded in the of- 
fice’s yarn record. 

A Warp Card is prepared in the 
warp department for each warp before 
it is made. Each card recites all the 
pertinent data as to quality of yara, 
construction, etc., and is numbered, 
seriatim. The Warp Card has two 
duplicate parts; one remains with the 
warp itself and the second is forwarded 
to the office. Each card has a com- 
panion Warp Sheet with the same 
number, upon which is recorded the 
data from the duplicate warp ticket. 
The office maintains a control on warp 
numbers so that no Warp Card is mis- 
placed. 

After the warp is placed in the loom, 
the warp ticket is removed and for- 
warded to the shipping room where it 
is filed. As each cut of greige goods 
is taken off the loom, it is sent to the 
shipping room. A notation is made on 
the respective warp card as to the con- 
secutive number of the cut. 

Shipping memoranda are prepared 
and the piece numbers are posted back 
to the warp book from a copy of the 
shipping record. When all the cuts 
have been posted to the warp sheet and 
the warp has been completed, the warp 
sheet is totaled. Comparisons are made 
as to the relationship of original warp 
yards to sized yards and also to woven 
yards. 

The warp book is one facet of the 
internal control system for materials. 
A broader and more inclusive control 
of materials is the Yarn Clearance 
Calculation. These computations are 
generally made from one inventory pe- 


(Continued on page 152) 
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Cost Procedures for a Textile Weaving Mill 


By Davin GrossBeErG, C.P.A. 


In this practical paper, the author explains how the management of 
a textile weaving mill predetermines the various elements of its 
weaving cost and periodically reconciles these estimates with its 


actual production costs. 


Importance of the Textile Industry 


rons extended discussion of weav- 
ing mill costs, it would be fitting to 
highlight the scope and importance of 
the textile industry. The manufacture 
of textiles in the United States is vast 
and expansive, ranking second in na- 
tional industrial production. The tex- 
tile industry utilizes not only the efforts 
of millions of workers, but the invest- 
ment of vast sums of capital in its 
plants and buildings. It involves the 
fields of engineering, chemistry and art, 
and even possesses a terminology pe- 
culiar to itself.. In the fabric it produces 
are embodied yarns from many diverse 
sources : wool and silk from the animal 
kingdom; cotton and linen from the 
vegetable; asbestos and glass fibers 
from minerals; and rayon and nylon 
from synthetics of the laboratory. 

The textile industry can be divided 
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into two major divisions—the manu- 
facturing or processing group and the 
distributing-selling group. It is from 
the first group that we select our topic 
for discussion, the weaving mill. In 
this connection, we shall assume a 
smaller-sized mill, say of 250 looms en- 
gaged in weaving production. 


Basic Cost Principles 

and Procedures 

The cost principles involved will gen- 
erally apply whether the product is 
made of wool, silk, rayon or nylon. The 
cost procedures at such a mill fall with- 
in the classifications of Process Cost; 
that is, the manufacturing output con- 
sists of like or similar units. Costs may 
therefore be accumulated in bulk by 
operations or departments. The total 
costs by operations or departments 
when divided by the number of units 
produced will provide the cost of a 
single unit. Such basic unit may be 
expressed in terms of pounds processed 
or yards woven, or in picks produced. 
The basis to be used would depend on 
individual mill policy, and the most ef- 
fective use of such a basis to the mill 
management. As a practical matter, so 
long as the costs are properly recorded, 
the information can be readily prepared 
or reassembled in whatever form re- 
quired. 

The cost procedure for a textile 
weaving mill serves two purposes. The 
first is that of gathering costs on an 
historical basis, showing what has 
taken place by operations and processes, 
and what the unit costs have been. The 
second, and principal function is that 
of providing a sound basis for prepar- 
ing costs per unit on a predetermined 
or estimated basis where such estimate 
is determined for each pattern or style 
manufactured. In the examples which 
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follow, the mill is considered as one 
producing a variety of patterns. It 
would thereby utilize different types of 
yarn, different weights of each type, 
and have variations in the manufactur- 
ing process. 

It is therefore obvious, in such a 
case, that the use of historical or over- 
all average costs would never suffice. 
Such costs deal with the past. We must 
know what our present operations cost 
and project the knowledge and experi- 
ence gained from historical costs so as 
to determine properly the cost of goods 
to be put into future production. 
Especially is this true in present-day 
economy, a time of fluid, irregular 
costs. 

In the present discussion, it should 
also be borne in mind that many factors 
exist which affect each mill differently 
in calculating predetermined costs. 
Differences in wage rates, closeness to 
raw material markets, local tax rates, 
types of employee, age and efficiency 
of machinery, variations in manage- 
ment policy, must all be closely anal- 
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yzed. Time limits even nominal con- 
sideration of these fine differences, 
but their existence must be stressed, 
since they each have an effect on cor- 
rectly predetermined costs. 


Predetermination of Weaving Costs 

The predetermination of weaving 
costs by units, styles or patterns is lo- 
calized on a Fabric Cost Sheet, show- 
ing estimated costs for each of the 
major elements of cost: Material, La- 
bor and Overhead. It is assumed at 
this time that management has already 
planned for future production, through 
budgets and contract lists of what its 
requirements will be, both for goods to 
be stocked and on order for future 
delivery. 

The fabric cost sheet on which the 
predetermined costs are recorded 
should indicate the kind of cloth to be 
manufactured, its construction, type of 
weave, kind of yarn used for warp and 
filler, number of picks, ends, reed 
width, and other essential information. 
One such type of form is submitted: 


Fabric Cost Sheet 


DATE 4/1/51 QUALITY 101A 
DESCRIPTION Rayon Sheer 
WIDTH IN REED 46” 
YARDS PER C 106 

FINISHED WIDTH 40” 
REED 40/2 PICKS 70 
WARP 

75 den. viscose/30 turns/30 filaments 
EDGES — 
FILLING 


75 den, viscose/30 turns/30 filaments 


POUNDS PER 100 YARDS 
(Including Waste 3%) 


ENDS 3680 


WARP 10 |bs. @ $1.50 $15.00 
EDGES - fa 
FILLING 6 @ 1.50 9.00 


16 \bs. $24.00 


Material Cost 


The determination of the cost of yarn 
for a fabric can be obtained on the basis 
of pounds of yarn required for 100 
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COST PER YARD 


Porat Miateral 9.5 6 ak cae $ .2400 
oho eerie te cine eae 0050 
WACDMSIEING od. bose iieeses _- 
Twisting and Entering......... 0030 
Heddle Dropping: << «ic. sce 0010 

RNG oc ae stom ona dime ohn tated, 

Additional Cost due to Weaving 
TPUCUD ODO oisco a ec aise ca he oe 0005 
GASTIRIIE SS , o6sts.o cig ces-ate sehen os 0080 
| te oe eee ere er or 0200 
Picking and Examining ....... .0040 
POAT ED <5 i hostesses wo ssn tease sia 0010 
TNGIPECE AOE 62 5.s.0k ke siedews calc 0500 
cd tt ee eee 0500 
Ky 3825 


yards of fabric in the following man- 
ner : 


Yardage and Weight of Warp Re- 
quired per 100 Yards: The number of 
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threads (ends) in the warp times 100 
yards length (plus allowance for warp 
takeup factor less warp stretch factor ) 
when divided by the number of yards 
which one pound of the yarn used in 
this warp will produce gives the warp 
poundage required. The number of 
yards which can be obtained from one 
pound of a particular yarn is readily 
abstracted from specially prepared 
tables. The number of ends can also be 
derived from the product of the num- 
ber of dents per inch on the reed, the 
number of threads to each dent and the 
reed width in inches. 

Yardage and Weight of Filler Re- 
quired: The width of the fabric times 
the number of picks per inch times 100 
yards, when divided by the number of 
yards to a pound of the filler yarn being 
utilized, will give the pounds of filler 
required. The total of the two calcula- 
tions will give the net pounds required 
for the fabric. To these figures must be 
added the determined percentage of 
manufacturing waste of yarn. 

The cost of the raw material per 
pound will be obtained from the ac- 
counting records. The proper keeping 
of such records, stores ledger, inventory 
control sheets and the like, requires no 
special reference here. The basis for 
yarn costs will depend on individual 
mill practice in conformity with accept- 
ed accounting principles. 


Direct Labor 

For the Fabric Cost Sheet, it is 
possible to estimate the direct labor 
costs from the details of the construc- 
tion of the fabric. 

In the warping operation it is deter- 
mined how many bobbins are involved 
in banking ; how many sections of 100 
yards are concerned in running on and 
beaming ; and the direct labor rates ap- 
plied per unit. In quilling or quill 
winding, the number of quills required 
is multiplied by the labor rate per 100 
quills. In the weaving operation, the 
fabric cost sheet will indicate how many 
picks are required for each yard, which 
then is multiplied by the weaver’s rate 
for this pattern. Similarly, other direct 
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labor costs per yard may be derived 
when we know the rates for entering 
1000 ends, for sticking reeds per 1000 
dents, for wire dropping on the heddles 
per 1000 heddles. Other usual direct 
labor costs are picking and examining 
and loom-fixing, for which hourly rates 
ordinarily exist. These can be allocated 
to the individual pattern on some basis 
best suited for management purposes, 
usually by departments. Adequate pay- 
roll analyses must be maintained for 
proper index of predetermination. Con- 
sideration must be given to such fac- 
tors as repeat operations in entering a 
warp, and whether this is a machine 
or hand operation. 


Indirect Labor and 
Other Overhead 


Indirect labor predetermination is 
based on estimates made from the cost 
records and assigned to the pattern on 
a basis of direct labor cost per depart- 
ment or sometimes on an over-all pro- 
duction basis. Such costs may be 
expressed in terms of units as pounds 
processed, per 1000 ends drawn, per 
1000 picks woven, per loom hour, 2nd 
per yard of cloth inspected. Plant ad- 
ministrative expenses may be applied 
per pattern on the basis of a percentage 
of manufacturing cost for the pattern, 
or the average cost of such expenses 
per unit processed; so much per yard 
or pick or even picks times yards pro- 
duced. Estimates may be made for a 
full year’s expenses, based on prior 
period costs, so as to give effect to pos- 
sible variables, and then reduced to a 
weekly basis for allocation to depart- 
ments and thence to patterns. 

In determining the final cost to be 
used as a basis for establishing a proper 
selling price, consideration may also 
have to be given to the added cost of 
defective work, “seconds”, experimen- 
tation, power failures, overtime, accel- 
erated depreciation rates, and percent- 
age of the operating capacity of the mill 
engaged in manufacturing the product. 
In some mills, accountants advocate the 
addition of replacement value of yarns 
to the cost of processing, for use in de- 
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termining the selling price which is Cost Sheets renders additional service 

entered directly on the Fabric Cost in the pricing of inventories. Further- 

Sheet. more, they can be used periodically as 

‘ ; an over-all proof with the actual cost of 

Reconciliation of Estimated labor and overhead of goods produced 

and Actual Costs during a given period, in the manner of 
The use of carefully prepared Fabric — the following reconciliation : 

Predetermined Cost 


Pattern Rate, per yard Total Predetermined Cost 


Style PR oad Labor Overhead Labor Overhead 
J 1000 $.10 $.08 $100.00 $80.00 
B 500 08 .06 40.00 30.00 
G 500 .07 .06 35.00 30.00 
Total Production Cost-Predetermined $175.00 $140.00 
Actual Production Costs 160.00 138.00 


Difference 


$ 2.00 


Once established, this method of pre- with renegotiation proceedings. 
determining: fabric costs can prove In conclusion, it is hoped that this 
valuable in the preparation of detailed discussion will serve to further our ac- 
cost figures which might be required by _ tivities in the production and integration 
governmental agencies in connection — of practical textile accounting literature. 

An Accountant’s First Visit to a Textile Weaving Mill 

(Continued from page 148) 

riod to the next. If done properly, a However, they are very much worth 
clearance affords an excellent means of the time and effort. 
accounting for all yarn from receipt The system of internal control also 
through all the manufacturing proc- provides for safeguards around the 
esses and out as the finished product.* other two main financial activities of 
Basically and briefly the “clearance” is the mill, namely, purchasing of sup- 
a set of arithmetical computations plies and preparing the payroll. How- 
which first translates yards of warp ever, these do not represent any spe- 
and woven cloth back into pounds of cialized problems and need not be 
yarn and then attempts to prove that covered here. 
opening inventory plus receipts less 
shipments equals the closing inventory. Having completed his survey, our 
This is done for each quality of yarn. accountant completes his audit of the 
Where mills run numerous different books and records of the Southern 
and complex constructions of cloth, Weaving Corp., packs*his papers, bids 
clearances can become rather involved. his adieus and heads home. 


* “Clearance Accounting for Textile Weavers and Converters,” by Sidney C. Fried; 
The New York Certified Public Accountant, November, 1948, pages 816-819. 


AN ADIRONDACK VIEW 

It takes more than a ski cap to make a skier—you need some tough ski pants, too. 

It takes more than a hill and a snow machine to make Ski Pisgah skiable—you need a 
thermometer that will go below thirty-two. 

It takes more than a five-volume and a fourteen-volume tax service to prepare tax returns 
correctly—you need a typist with X-ray eyes that can locate tax forms that are printed 
enough alike so carbon copies will not have the tax paid figures in the taxes due lines. 
Perhaps some other abilities are needed. 
Leonard Houcuton, CPA 
“Adirondack Chapter.” 
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Are Standard Costs Practicable in a 


Textile Weaving Mill? 


By Cuartes G. Jouns, C.P.A. 


Standard costs are both practical and effective in small and 

medium-sized textile weaving mills, concludes this author, who 

illustrates his point with several examples of standard labor cost 
determinations for such an enterprise. 


TANDARD Costs are intended to serve 
NN as a control for labor and produc- 
tion, and to be used as a basis for esti- 
mating costs and selling prices prior to 
the manufacture of the goods. In order 
for standard costs to be effective, they 
must be compared with actual costs, 
and adjusted, when necessary, to con- 
form as nearly as possible with actual 
costs. When operating conditions re- 
main constant as to production, and 
overhead distribution percentages re- 
quire only minor changes, standard 
costs may be adjusted for wage fluc- 
tuations by simple arithmetical calcula- 
tion. 

The weaving operation by machine 
is similar in principle for all types of 
cloth, but a cotton sheeting mill pre- 
sents fewer problems. For the purpose 
of illustration, take a mill of medium 
size which manufactures low grade 
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sheeting generally used by the bag 
trade. Assume that it operates 650 
looms and produces 20 million yards 
of cloth annually. The looms are 
of the same type and width and vary 
only slightly as to speed. The cloth is 
of low pick count, numbering less than 
50 picks to the inch, and there are less 
than 10 constructions manufactured. 
Large quantities of one construction of 
cloth are produced without interrup- 
tion, and the manufacturing operation, 
which is a continuous process, is com- 
plete from raw cotton to finished cloth. 
The cloth is sold in bulk to bag manu- 
facturers in bales which contain from 
1,500 to 2,000 yards. 

The previous speaker has described 
the weaving operation in rayon cloth 
mills. In each instance, cloth was pro- 
duced from yarn manufactured else- 
where. If the mill used as an example 
herein purchased yarn instead of manu- 
facturing it, then, by reason of the 
sizeable production of few construc- 
tions of cloth, costs could be controlled 
in the absence of standards. Between 
raw cotton and weaving, various oper- 
ations are necessary for the production 
of yarn. In the mill selected, however, 
27,000 pounds of cotton are processed 
daily, and the spinning operation alone 
requires spinning frames with a total 
of 23,000 spindles. 

After World War I the southern 
cotton textile mills experienced many 
unprofitable years, and became accus- 
tomed to keeping expenses as low as 
possible. Few of the small or medium- 
sized mil's had any cost system worthy 
of note, although estimates were usual- 
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ly made with extreme care. In the mill 
to which reference is made, it was 
found that estimated costs were used 
and that the same procedure had been 
followed consistently for many years. 
Such estimates were in considerable 
detail and in general covered: 
CARD ROOM: 
Loose cotton 
Picker laps 
Card sliver 
First drawing 
Second drawing 
Roving on spindles 
Cans of second drawing in creels 
SPINNING ROOM: 
Slubber roving on creels 
Slubber roving in creels 
Warp on frames 
Warp in bins 
Filling yarn on frames 
Filling yarn in bins 
WEAVE ROOM: 
Warp on looms 
Unsized warp on section beams 
Filling in boxes in weave room 
Filling in batteries in weave room 
Cloth on looms 
Most of the estimates were based on 
actual payrolls and production records, 
but the overhead represented all ex- 
penses includible in this category re- 
duced to a unit price per pound manu- 
factured. Estimates were further ex- 
tended to reach a unit price for each 
weight of varn and each construction 
of cloth. These procedures may be 
found at present in many small and 
medium-sized mills where the plant 
manager compiles estimated unit prices. 
In view of the facts stated above, and 
inasmuch as some of the information 
required for costing is already being 
prepared, a standard cost system in 
this mill could be installed without dif- 
ficulty. The questions are whether a 
standard cost system in this instance is 
practicable. What are the advantages 
and disadvantages of maintaining such 
a system? 
Medium-sized mills are often not in 
a position financially to carry a large 
stock of finished goods and, where pos- 
sible, the practice is to deliver the 
newly manufactured product from the 
cloth room to the railroad rather than 
to the warehouse. Where large orders 
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are taken and prices quoted from 3 to 
6 months in advance, it is obvious that 
estimates are necessary. Such esti- 
mates should be accurate and_ based 
upon actual performance over a longer 
time than the previous payroll period. 
Under these circumstances, standard 
costs which have been periodically 
checked, would be ideal for estimating 
purposes. Other advantages of stand- 
ard costs would be (1) the control of 
costs in each department, (2) control 
of production, and (3) the costing of 
sales for use in preparation of earnings 
reports for short periods of time. A 
mere comparison of payrolls and pro- 
duction records—week by week, bi- 
weekly, or monthly—may be sufficient 
to satisfy the management, but such a 
method does not afford any real basis 
for control. If a standard was set for 
sach department, and comparisons 
were made with the standard, then the 
comparison would be effective. 


In all instances, whether the mill be 
of medium size or small, the adoption 
of standards must be studied for their 
general use, the work involved in 
maintaining proper records and the ex- 
pense. Small mills with less than 100 
looms may not require a standard cost 
system, some may purchase yarn and 
fabricate it into cloth and do not have 
several processes. Where the textile 
mill produces its own yarn, its prob- 
lems are multiplied. There should be 
a continuous flow, and this requires a 
well balanced mill. Stoppages and bot- 
tle-necks increase costs, and the setting 
of standards may help to solve these 
problems. 

The work involved in the main- 
tenance of standards depends to a large 
extent on the refinements. More sta- 
tistical information requires more work 
and more expense. For example, take 
the item “sales” on the general books. 
This item may be distributed in many 
different ways both as to quantity, 
amount, salesmen, geographical loca- 
tion, etc. Similar refinement may be 
applied to standard costs. The stock ot 
machine parts and supplies may be on 
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a perpetual inventory basis, where re- 
quisitions are required, or the con- 
sumption of such items in total may be 
treated as an overhead item. There are 
many ways to “cut corners’, but labor 
is a very important item and involves 
the largest number of calculations. 


Direct Labor Cost Standards 

The labor standard provides for the 
wages by departments and by opera- 
tions within the department; also, the 
number of workers per operation, per 
shift. Some wages (such as overseer 
and sweeper) are allocated between 
operations in the department. If labor 
developed is based on a 40-hour unit 
and the mill runs 24 hours in 3 shifts, 
the unit is still 40 hours. There may 
not be the same number of men on each 
shift ; therefore, the number of men on 
all shifts multiplied by the rate for 40 
hours equals the amount allowable for 
the operation. That would apply to 
day work, but in the calculation of mill 
labor, the piece work is handled sepa- 
rately. Operations where piece work 
usually occur are in the slubber and 
spinning rooms. 

In the slubber room, the slubber 
tender’s rate would be the number of 
operators multiplied by their rate, and 
divided by the number of pounds per 
frame hank, then the result multiplied 
by the subsequent waste. (The num- 
ber of pounds per frame hank equals 
average spindles per frame, divided by 
the number of hank roving). 

Example: If there are 11 frames with a 
total of 1,096 spindles, the average num- 
ber of spindles per frame is 99.63—using 
1.05 hank roving, the pounds per frame 
hank would be: 

99.63 _ 
1.05 
If the operator receives $.35 per hank 
then: 
$.35 + 95 = $.003684 x 1.05 = $.003868, 
the price rate for slubber tenders. 
To get the cost per pound, take the hank 
roving and multiply it by the slubber 
efficiency which is considered to be 85%; 
then divide this into the price rate as: 
1.05 x .85 = .8925 
$.003868 + .8925 = $.00433 cost per pound 
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In the spinning department, the 
spinner’s piece rate is derived by divid- 
ing the average rate per side by the 
product of average spindles per side 
multiplied by the actual pounds per 40 
hours in cloth. 

Example: If the average number of spin- 


dles per side is 128 with the actual pounds 
per 40 hours in cloth of 2.3 then: 


128 x 2.3 = 294.4 (pounds per side 
in 40 hrs.) 
If the rate per side is set at $2.93 then: 
$2.93 — 294.4 = $.00995, 
the spinner’s cost per pound. 

Next in the spinning department is 
the doffer’s piece rate per pound, which 
is determined by dividing the doffer’s 
rate per hour by the product of the 
number of bobbins each doffer lifts per 
hour multiplied by the amount of yarn 
on the bobbin, then applying the subse- 
quent waste factor : 

Example: If the doffer lifts 775 bobbins 
in an hour and each has .25+ yarn and 
his rate is $.83 then: 

775 x .25 = 193.75 pounds per hour 
$.83 + 193.75 = $.00428 x subsequent 
waste tactor 
is the doffer’s cost per pound. 

A combined cost through spinning is 
determined for each number of yarn 
spun. After the yarn is spun, there are 
warping, slashing, drawing-in and 
tying-in operations, which also require 
calculations. 

For weaving, a detailed Fabric Cost 
Sheet is prepared for each type of cloth 
on each type of loom. On it is shown 
the construction and the code name and 
the type of loom used. A separate sheet 
must be made for each type of loom, the 
speed of the loom and the loom produc- 
tion, as set by the plant manager. By 
the use of a simple formula the produc- 
tion of the loom may be computed : 

Yards per hour = 
picks per minute x 60 x_ 


picks per inch x 36 


7 of production 
The warp and filling used in the mate- 
rial would be calculated as follows: 
No. of Ibs. of warp yarn per yard = 
No. of ends x 110 (regain in warp) 


Yarn No. x 840 (yards in a hank) 


15 














No. of Ibs. of filling yarn per yard = 
Reed width x 40 (picks per inch) 
Yarn No. x 840 (yards in a hank) 


The two types of yarn, as above, added 
together would give the total weight of 
yarn in the cloth. The difference in the 
finished weight of the cloth and the 
total weight of the yarn would repre- 
sent the amount of the starch which 
was added. 

Battery hands and weavers are on 
piece rate. The weaver’s cost is deter- 
mined by multiplying their rates by 36 
and then by the number of picks in the 
cloth and then by the subsequent waste 
factor. The battery hand cost is de- 
rived by dividing the wages per week 
by the number of batteries filled on each 
type of cloth, dividing the result by the 
number of yards produced by the loom 
in 40 hours, then multiplying the re- 
sult by the subsequent waste. Follow- 
ing the weaving there are brushing and 
shearing, folding, grading, pressing, 
baling and inspecting operations, the 
unit cost of which must be computed. 

The standard is the manufacturing 
cost per unit. Raw material is added 
later. The cotton content would be the 
quantity of cotton required to produce 
a pound of cloth multiplied by the unit 
price per pound, less the value of the 
waste which would be produced from 
such quantity of cotton. Losses through 
waste at various stages of the process 
are known, and the accumulation of the 
departmental waste factors should be 
very close to the total weight of the 
waste produced during the year, name- 
ly, 15%. 


Departmental Overhead Standards 


Departmental overhead is more often 
estimated in total than computed. After 
the initial task of compiling the statis- 
tics for the bases for the distribution 
of overhead has been completed, the 
actual computation is a routine job. It 
is true that some of the amounts dis- 
tributed are estimated, but such esti- 
mates can be reasonably close to actual. 
Many mills provide for a two-weeks 
vacation with pay for the mill workers. 
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The mill is closed for two weeks, ex- 
cept for the shop and maintenance 
crew ; and overhead in this case is dis- 
tributed over 50 weeks. There are vari- 
ous bases for the distribution of over- 
head and we are not particularly con- 
cerned with them at this time. The 
point is that standard costs can be de- 
veloped and maintained for a cotton 
textile mill of this type at little expense, 


Uses and Advantages 
of Standard Costs 


Standards can be used as a basis for 
estimating costs in advance and as a 
control on departmental costs. Labor 
costs allowable to each department can 
be compared with actual wages paid, 
and variations can be localized. Varia- 
tions between actual unit costs and 
standards may be attributable to extra 
help, work stoppage, overtime, or pro- 
duction. Management may be aware 
of existing conditions but does it know 
how much is lost without the aid of a 
standard cost? 

There is in operation in many mills 
a payroll control for mill labor by com- 
parison of actual wages with standards. 
Computing costs of goods sold for in- 
terim reports based on standards is not 
uncommon and the results shown by 
such interim reports are compared with 
actual results at the end of the fiscal 
year or at the end of a shorter period, 
whenever the books are closed. Stand- 
ards for production facilitate the sched- 
uling of orders to be manufactured and 
the determination of excessive stop- 
pages, and inefficiency. 

Small and medium-sized textile com- 
panies may be reluctant to incur the 
expense of maintaining a cost system 
which requires requisitions for small 
parts and supplies and control of indi- 
rect materials, voluminous records, ex- 
tensive distributions, various alloca- 
tions, and the like. Such companies 
should install a standard cost system 
for it provides the means for the control 
they should have, and the expense is 
negligible when compared with the ad- 
vantages derived. 
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Why Depreciation Reserve Should Not Be 
Deducted from Utility Plant Account 


By BERNARD S. Robey, JR., C.P.A. 


hs Committee on Accounts and 
Statistics of the National Associa- 
tion of Railroad and Utilities Commis- 
sioners has, on several previous occa- 
sions, recommended to the National 
Association of Railroad and Utilities 
Commissioners that the Reserve for 
Depreciation be included in the asset 
account section of the balance sheet as 
a deduction from Utility Plant. This 
recommendation has on each such occa- 
sion failed of adoption or to receive the 
approval of the Association. It is again 
included in the tentative draft of the 
proposed system of accounts dated No- 
vember 1, 1950. It is also proposed to 
change the title of the account Reserve 
for Depreciation of Utility Plant to 
Provision for Accrued Depreciation of 
Utility Plant. 

The problem of deducting the re- 
serve for depreciation from the cost of 
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plant assets and its serious implications 
involve consideration of the following 
other proposed changes : 

(1) To change the definition of the 
term depreciation from the pres- 
ent “loss in service value” to 
“decline in service value’, with 
service value of property defined 
as “consisting of its years of 
service or output during its 
service life.” 

(2) To require that the charge for 
depreciation shall be computed 
in accordance with the straight- 
line method applied on a group 
plan, with no provision for use 
of any other method. 


When the proposal for “net plant” is 
considered together with the proposed 
changes in the definition of deprecia- 
tion, in the title of the depreciation re- 
serve account, and in the requirement 
for the exclusive adoption of the 
straight-line method for charging de- 
preciation, then the full implications of 
what is being attempted emerge quite 
clearly. 

The “net plant” form of balance sheet 
has been advocated upon the grounds 
that it is a mere matter of form, and a 
time honored practice in industrial ac- 
counting. It has been urged that the 
regulated electric and gas utility indus- 
tries should conform to the practices 
adopted by non-regulated industries 
and the reasons given are: that deducti- 
bility has become an accepted account- 
ing convention; that it simplifies the 
work of the statistician and the security 
analyst; and, that no damaging conse- 
quences result therefrom. 


This paper is based upon an Edison Electric Institute and American Gas Association 
committee report stating the position of both the electric and gas industries in respect 
thereto, the author having been the chairman of the joint sub-committee which drafted the 
original report. The views herein expresed by the author do not necessarily represent the 


position of the Society on this subject. 
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The deduction of the reserve from 
plant assets is an industrial accounting 
custom which is unsound and incorrect 
in principle and, if used by regulated 
industries, would constitute a strong 
influence towards the confiscation of 
utility property. 

The practice of deducting the depre- 
ciation reserve from plant account de- 
veloped in non-regulated industries, 
when accountants were very much con- 
cerned with current asset position and 
with realizable values of assets in event 
of the termination of the enterprise. 
There was not sufficient emphasis 
placed upon the fact that the balance 
sheet represented a statement of finan- 
cial position on a “going concern” 
basis. It was not fully appreciated that 
while the charge for depreciation rep- 
resented allocations of cost over the pe- 
riods of plant use, the depreciation re- 
serve was represented by funds (depre- 
ciation money) which the “going 
concern” enterprise had _ recovered 
from its customers and was using to 
best advantage in the business but for 
which it was accountable to its inves- 
tors until such time as plant assets must 
be replaced through actual retirement. 


That this truism has not been recog- 
nized generally in current balance 
sheets of non-regulated enterprises is a 
reflection on modern accounting stand- 
ards. Pursuant to accounting conven- 
tion, the balances of all accountability 
items should be shown on the liability 
side of the balance sheet. However, the 
continuation of the practice of deduct- 
ing the depreciation reserve from plant 
assets in non-regulated industries is 
certainly no authority or reason for its 
extension to regulated utility industries. 

In electric and gas utilities, the dollar 
balance in the plant asset account or 
“original cost” symbolizes generating 
plants, gas manufacturing units, sub- 
stations, holder stations, transmission 
and distribution systems, and the like. 
Frequently, these facilities are de- 
scribed as the tools of the enterprise. 
When the depreciation reserve is de- 
ducted from the plant account balance, 


158 


the net figure merely shows the result 
of mixing two accounts having unrela- 
ted content. It fails to disclose that the 
depreciation reserve generally repre- 
sents a measure of an increased invest- 
ment in plant and instead causes the 
‘net plant” account to be misconstrued 
as a measure of a diminished volume of 
tools and facilities employed in_ the 
business. This constitutes substantial 
error and gross misrepresentation of 
material fact. The balance in the plant 
account should represent the total cost 
of plant assets then in service, not that 
cost diminished by the depreciation re- 
serve. The accepted accounting pro- 
cedure for recording depreciation 
which attempts to assure proper dis- 
tribution of costs should not be per- 
mitted to obscure the significant figure 
of actual cost of plant assets in service. 

It is necessary, in order fully to un- 
derstand the meaning of the current 
proposals, to examine carefully all of 
the provisions relating to depreciation 
which give full import and expression 
to what may easily constitute a very 
serious financial blow to these utility 
industries. Detailed objections, discus- 
sions, and conclusions, in support of 
what has been stated, follow. 


Implications in the N.A.R.U.C. 
Committee Provisions Relating to 
Depreciation and Reserve for 
Deprec ation 

The electric and gas utilities believe 
that the implications and the real mean- 
ing of the provisions relating to depre- 
ciation, as now proposed by the Com- 
mittee on Statistics and Accounts in 
the N.A.R.U.C. system of accounts, 
are as follows: 

(1) That depreciation of utility 
plant, according to proposed definition, 
represents decline in service value of 
service life. 

(2) That the accounting charge for 
depreciation, based upon the require- 
ment of the straight-line method and 
the proposed definition of depreciation, 
represents periodic declines in value 
proceeding uniformly during the life of 
the plant assets. 
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(3) That the proposed change in 
title of the reserve for depreciation ac- 
count to “Provision for Accrued De- 
preciation” will be interpreted as repre- 
senting the measurement of all such 
declines in service value of plant assets 
since acquisition thereof and is the 
equivalent of “depreciation reserve re- 
quirement” computed in accordance 
with the straight-line method. 

(4) That since the balance in the 
“Provision for Accrued Depreciation” 
(following the above fallacious reason- 
ing) represents the total declines in 
service value which have accumulated 
by reason of the passage of time, then— 

(a) the accumulated reserve consti- 

tutes an offset or deduction from 
the plant account, and 

(b) past accrued depreciation (cal- 

culated on the straight-line bas- 
is), not previously provided for, 
is to be increased by charges to 
“Special Income Charges.” This 
adjustment of the depreciation 
reserve constitutes retroactive 
accounting and violates the prin- 
ciple against impeaching past 
accounting results. 

The electric and gas utilities are con- 
vinced that the N.A.R.U.C. Commit- 
tee’s proposed provisions relating to 
depreciation and the depreciation re- 
serve represent incorrect and incon- 
sistent interpretations of the functions 
and results of depreciation accounting. 


Objections to the Accounting Prac- 
tice of Deducting the Depreciation 
Reserve from Plant Assets in Non- 
regulated Industries 

The propriety of deducting the de- 
preciation reserve from plant assets 
must be considered, both as to non- 
regulated and as to regulated industries. 
Che present industrial practice had its 
origin in the now obsolete direct write- 
down methods. Early in the history of 
corporate accounting, when the knowl- 
edge and understanding of systematic 
and consistent recording of depreciation 
as a cost were very meager, manage- 
ments in “good earning years” wrote 


1952 


Depreciation Reserve Not Deductible from Utility Plant Account 





down directly the cost of their fixed 
assets by credits thereto and charges 
direct to “Profit and Loss.” As a result 
of this practice, the plant account itself 
was the net result of such bookkeeping. 
In “lean years,” the former practice did 
not appear to require any recognition of 


“depreciation” as then understood. 
With this earlier accounting practice, 
the recording of retirements when 
property was actually replaced, sold, 
torn down, or abandoned also was not 
required. It was, however, gradually 
recognized that such accounting was 
erroneous and misleading and without 
factual background or consistency. It 
produced neither cost nor value. It was, 
perhaps, a more or less conscious at- 
tempt at earnings equalization or dis- 
guise. 

Later, more enlightened depreciation 
accounting established the credit ac- 
count—Depreciation Reserve—the bal- 
ance of which is the result of periodic 
journal entries, which systematically 
estimate appropriate charges to depre- 
ciation expense and concurrent credits 
to depreciation reserve, together with 
any charges to depreciation reserve and 
credits to plant accounts for retirements 
of property. 

These journal entry transactions are 
designed to accomplish two primary 
objectives: first, to include with other 
expenses an allocation (by estimate) of 
cost of property used in the production 
of income; and second, to withhold 
funds within the business to maintain 
the stockholders’ investment until prop- 
erty has actually beer replaced. The 
act of showing such balances as a de- 
duction from the Plant Account on the 
asset side of the balance sheet is thus 
a carry-over from the obsolete account- 
ing practice of making direct credits to 
the plant accounts, a practice which 
was abandoned as misleading and er- 
roneous. 

The proportion of the plant accounts 
to total assets in non-regulated indus- 
try until recently was usually not sig- 
nificant, and the statement of plant 
assets less depreciation reserve had 
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perhaps no important effect upon the 
financial position of the enterprise, in 
that it did not prejudice the value of 
its properties or its prospective earning 
capacity. 

Nevertheless, the practice of deduct- 
ing such depreciation reserve from 
plant assets has resulted in incorrect 
statements of the total amount of as- 
sets devoted to the conduct of the busi- 
ness and of an important accumulated 
source of funds invested in the business. 
It has in many cases resulted in the 
non-disclosure of either the reserve or 
the true plant costs in attempts to 
secure more simplified reports. More 
seriously, it has resulted in the drawing 
of unwarranted conclusions as to the 
amounts of profit and percentages of 
profits relating to the total assets in- 
vested in the business. This misrepre- 
sentation has extended to the ordinary 
investor who interprets the deprecia- 
tion reserve as a diminution in value, 
without fully understanding that the 
figure for plant assets less reserve for 
depreciation, whether described as “net 
plant” or shown with no caption, 
merely represents, if anything, the un- 
allocated or undistributed cost of fixed 
assets not yet charged to expense. 


The proposal for the extension of 
the practice of deducting depreciation 
reserves from plant assets is particu- 
larly inappropriate at this time when 
serious criticism is being directed 
against the accounting convention for 
stating plant assets at cost. In view of 
the substantial reduction in the value 
of the dollar, many accountants realize 
that the statement of plant assets in 
terms of monetary units, which are 
worth, in effect, only half of their 
former value, may represent a serious 
defect in current accounting practice. 
In the face of this dilemma, the impli- 
cation that such “net plant” bears any 
semblance or relationship to value, 
further aggravates the inaccuracies in 
statements of plant assets. 

As inaccurate as the overemphasis 
on “net plant’ balance may be indus- 
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trially, it is still much worse and really 
harmful to the regulated industries. 


Objec‘ions to Deducting the Depre- 
ciation Reserve from Plant Assets 
in Regulated Electric and Gas 
Utility Industries 


As applied to regulated utility indus- 
tries, the deduction of the depreciation 
reserve from plant assets is of far 
greater significance than for non-regu- 
lated industries, and the electric and gas 
industries strenuously object to this 
proposed provision for the following 
reasons : 


(1) Constitutes a misrepresentation of 
material facts and an admission 
against interest 


The N.A.R.U.C. Committees would 
require that the reserve be deducted 
from plant accounts in reports sub- 
mitted to regulatory and other public 
authorities. Financial officers of regu- 
lated companies should not be required 
to assume responsibility for sworn 
statements or statements which con- 
tain a gross misrepresentation of mate- 
rial facts and which will be considered 
as an admission adverse to the interest 
of the electric and gas utility industries. 
(2) Discards 50 year electric and gas 

utility accounting convention 

The proposal discards, without sound 
reason, a consistent and continuing 
accounting convention used in_ the 
electric and gas business for the past 
50 years. In regulated public utilities, 
costs of plant and properties represent 
the largest proportion of the total 
assets and the single most important 
factor in determining earning capacity. 
Because of the high proportion of plant 
assets to total assets and because of 
the relatively long life of plant assets, 
the accumulated depreciation reserve 
necessarily amounts to a very substan- 
tial figure. To deduct the depreciation 
reserve from plant assets will lead to 
the erroneous interpretation that the 
resulting figure represents the value of 
utility plant. Depreciation accounting 
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on a cost basis does not, except by 
chance, produce a value or component 
of value. The accounting convention 
for stating plant assets at cost should 
not be undermined by deducting there- 
from amounts which relate only to the 
expense charges for the ultimate re- 
tirement of plant. 


(3) Deduction ts erroneous because 
existing reserves are not the result 
of consistent charges and credits 

Different concepts of accounting and 
rate regulation over the years have 
produced reserves of various content. 

Existing depreciation reserves may rep- 

resent a product of past charges entirely 

to operating expenses or partly to ‘op- 
erating expenses and partly to income 
deductions; or they may reflect trans- 
fers from or to capital or surplus ac- 
counts; or they may include other 
credits such as accelerated amortiza- 
tion, or tax savings relating thereto, 
additional depreciation for plant assets 
constructed on leased premises, gains or 
losses from sales of land and non- 
depreciable property, etc. The depre- 
ciation reserves may also include 
charges for depreciation, which were 
provided for during periods of insuf- 
ficient return, or may include exces- 
sive provisions for depreciation. The 
figure, therefore, for plant assets less 
reserves does not reflect an accurate 
statement of a significant financial fact. 


(4) Proposai is an attempt to set up 
standards for State legislation and 
Commission regulation of rates 
which would be confiscatory 

The electric and gas utilities believe 
that deducting the reserve for deprecia- 
tion from plant assets will give wider 
acceptance to the use of plant “original 
cost’ less depreciation reserve or depre- 
ciation reserve requirement as a stand- 
ard formula for rate making. It is the 
industries’ contention that cost less 
reserve must not be used indiscrimin- 
ately for determining the rate base. 

_ The entire amount of the deprecia- 

tion reserve is almost never invested in 

plant assets and in many cases a sub- 
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stantial portion of the reserve may be 
used to supply working capital in ex- 
cess of that amount allowed in the rate 
base. To deduct these portions of the 
reserve would result in serious inequity 
to the utility. Even if the assets have 
been so invested, the credit due to the 
customers’ interest, in respect of the 
funds represented by the depreciation 
reserve, should be computed at a rate 
lower than the allowable fair rate of 
return, since the entire risk must be 
borne by the investors. 

Where full deduction of the reserve 
is made in the calculation of the rate 
base, the net effect is that the customer 
is being permitted to buy back, piece- 
meal, part of the property which the 
utility must continue to operate without 
compensation. This is not in accord 
with the real nature of the transaction. 
Title to the property remains at all 
times with the utility and does not pass 
to the customer ; what the customer pays 
for is service, not property. The utility 
should be operated for the benefit of 
customers, investors, and employees. 
If financial fair play is to be accorded 
to all three groups, then the utility 
should not be required to manage 
property without compensation. 

The depreciation reserve may include 
amounts which were charged against 
income when the utility was not earning 
a fair rate of return, and to such extent, 
the assets represented by the deprecia- 
tion reserve constitute a source of funds 
contributed by stockholders rather than 
by consumers. When the depreciation 
charges have exceeded the amounts 
allowed in fixing rates, the portion of 
the reserve represented by the excess 
arises from earned surplus. The depre- 
ciation reserve may also reflect trans- 
fers arising out of capital transactions 
or credits arising from accelerated 
amortization, all in no manner related 
to charges to consumers. 

That the deduction of the deprecia- 
tion reserve from plant assets in ac- 
counting reports will have widespread 
influence on rate base determinations 
is clearly evident. Practically all state 


161 











commissions prescribe the N.A.R.U.C. 
or F.P.C. Uniform Systems of Ac- 
counts for electric and gas utilities. 
This means that throughout the United 
States practically all utility plant ac- 
counts are stated at “original cost.”” On 
the other hand, according to a 1948 
Federal Power Commission Report, in 
only eight states is original cost the 
most important factor in rate-base de- 
terminations ; and of these only a few 
at this time unqualifiedly deduct the 
book reserve or reserve requirement to 
determine the rate base. 

The adoption of plant assets less 
depreciation reserve as a ready rate 
base is demonstrably unfair without full 
consideration of all significant facts. 
This constitutes the chief reason for the 
continued insistence for including the 
depreciation reserve account in the 
asset section of the balance sheet ac- 
counts. 


(5) Deduction of reserve will adversely 
affect investment standing of utili- 
ties 

The deduction of reserve for depre- 
ciation from plant assets will have an 
adverse effect on the investment stand- 
ing of utilities. Investment groups will 
receive the impression that regulatory 
bodies have come to agreement to 
adopt arbitrarily the “net plant’ basis 
for rate determination. Investors will 
view this arbitrary requirement as 
limiting earnings within the confines 
of a rigid formula. 


(6) “Depreciation money” ts not re- 
turn of capital to investors 

The amounts represented by the 
depreciation reserve do not constitute 
capital which has been returned or is 
returnable to the investors. Utilities 
are under legal obligation to replace 
plant assets and to construct plant 
additions in order to satisfy the service 
requirements of their customers. The 
funds represented by the depreciation 
reserve balance cannot be distributed 
to investors but must be used for the 
replacement of plant assets. The de- 
preciation reserve must, therefore, be 
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regarded as an advance payment by 
consumers (provided an adequate re- 
turn has been earned) for plant assets, 
and when the funds represented by 
such reserve are invested in additional 
plant assets, the management has in 
effect made a borrowing of such funds, 
pending replacement of existing plant 
assets. 

Depreciation accounting must be 
viewed not only as an allocation of the 
cost of plant assets against the income 
but also as representing a source of 
funds held until existing plant assets 
are replaced. While it has been recog- 
nized that the most advantageous use of 
these funds can be obtained by invest- 
ing in new or additional plant assets, it 
does not alter the basic fact that the re- 
serve for depreciation, nevertheless, 
constitutes a source of funds and, as 
such, represents additional assets in- 
vested, instead of reflecting reductions 
in assets employed. 


Objections to the Proposed Provi- 
sions for: (1) Changing Title of 
Reserve for Depreciation Account, 
and (2) Retroactive Accounting for 
Depreciation 


The following analysis is submitted 
in support of the objections to the pro- 
posed changes in respect of the depre- 
ciation reserve both as to title and 
account arrangement: 


(1) Change in Title of Reserve for 
Depreciation to Provision for Ac- 
crued Depreciation 

Having defined depreciation of util- 
ity plant as representing decline in 
service value or declirie in service life 
and having adopted the theory that 

depreciation proceeds uniformly on a 

straight-line basis, the N.A.R.U.C. 

Committee proposes that the present 

title for accumulated depreciation be 

changed from Reserve for Depreciation 
to Provision for Accrued Depreciation. 

The word “accrued” does not prop- 
erly indicate that depreciation is a proc- 

ess of allocation of plant assets in a 

systematic and rational manner. ‘The 
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combination of the two words “accrued 
depreciation” is even more misleading 
because it has been used to mean 
different things. In the accounting 
sense, it means amounts entered or re- 
corded in the books of account as 
periodic distributions of cost. In the 
engineering sense, the term has been 
used to mean value, which is estimated 
to have been actually lost. The N.A.R.- 
U.C. Committee on Depreciation has 
in its 1944 report referred to accrued 
depreciation as “the amount of service 
life or capacity deemed to have been 
exhausted at any particular time as 
estimated by the consistent application 
of the age-life basis.” In the same report 
the Committee also referred to the 
“depreciation reserve requirement” and 
“accrued depreciation” as being essen- 
tially the same thing and stated that 
the depreciation reserve requirement 
properly computed is the best practical 
measure of actual depreciation. 

The American Institute of Account- 
ants in considering change in the title 
“Reserve for Depreciation” arrived at 
no precise conclusion other than to ad- 
vise that the term “reserve” be replaced 
by one which indicated the measure- 
ment process of allocation of cost over 
the life of the asset. The Securities and 
Exchange Commission in its latest 
Regulation S-X, issued in December, 
1950, retains the title, “Reserve for 
Depreciation.” 

The electric and gas utility industries 
believe therefore that no change should 
be made in the present account title 
until a more descriptive title has been 
generally adopted if this be possible. 
The accounting prescribed for regu- 
lated industries should not initiate new 
and untried accounting terminology. 
However, if there is to be a change in 
terminology, it should contribute to 
clearer thinking and not increased con- 
fusion. The word depreciation itself 
has no proper place in an accounting 
system that is wedded to the cost con- 
vention. 


aoe 


Depreciation Reserve Not Deductible from Utility Plant Account 


(2) Implication of Retroactive Ac- 
counting for Depreciation 

No consideration has been given in 
the proposed system of accounts for the 
change to the required straight-line 
method, other than that “provision for 
past accrued depreciation not provided 
for” is included as one of the items in 
Account 461, Special Income Charges. 

It must be recognized that many 
utilities accounted for depreciation for 
many years in accordance with theories 
then widely accepted by regulatory 
agencies, as well as utility manage- 
ments, which required minimum de- 
preciation charges and reserves and 
that such retroactive adjustments may 
involve very substantial amounts. Even 
where the reserves have been increased 
substantially, there is the question al- 
ways, at whose cost? And even where 
this may be clear, complete deduct- 
ibility confiscates a substantial part of 
the investor’s equity, and where the 
sinking-fund method for computing 
depreciation is permitted or prescribed 
by state regulatory authorities, in some 
jurisdictions, the retroactive adjust- 
ments may unfairly affect the utilities. 

To effect the changes retroactively 
for past charges for depreciation is 
incorrect unless charges are effected 
retroactively in all other accounts, and 
this is an obvious impossibility. The 
investor interest is the only one that 
can possibly be affected by retroactive 
accounting for depreciation. Surely, 
this cannot be considered fair. Retro- 
active adjustment of depreciation ac- 
counting should not be required with- 
out permitting the upward adjustment 
of capital assets (now stated at so- 
called “original cost”) to conform to 
the present concepts of cost determina- 
tion and property units and present 
concepts for distinguishing between 
cost of utility plant and operating 
charges. 


Conclusions 
The electric and gas utilities believe 
that the present title of reserve for 
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depreciation should be retained and 
that the title of the account should not 
imply in any manner that the balance 
represents something other than its true 
content. The expression “accrued de- 
preciation” in a title for reserve for 
depreciation is inappropriate, since it is 
not sufficiently distinguished from 
“depreciation reserve requirement,” 
which is ordinarily used to mean the 
amount that ought to be accumulated 
in the reserve at any given time on the 
basis of a given or required method of 
systematic allocation of cost. The ac- 
counting terminology for regulated 
companies should follow accepted prac- 
tice, and no changes should be made 
until more descriptive titles have been 
fully accepted. 

The electric and utilities also 
believe that the reserve for depreciation 
account should be included with all 
other credit balance sheet accounts 
consistent with present practice. The 
issues involved in respect to balance 
sheet presentation of plant accounts and 
reserve for depreciation for public 
utilities must remain clear. The fact 
that deductibility of depreciation has 
become acceptable accounting practice 
in non-regulated industries is no reason 
for this practice to be adopted by regu- 
lated industries. The convention for 
showing the reserve on the credit side 
of the balance sheet of regulated utili- 
ties is of long standing, and no new 
developments have taken place which 
require the change in account arrange- 
ment or balance sheet presentation. 
The arbitrary requirement for deduct- 
ing the reserve for depreciation can 
only be interpreted as an attempt by 
the Committee on Statistics and Ac- 
counts to establish through accounting 
a standard formula for rate determina- 
tion which the courts and the legisla- 
tures have refused to adopt because of 
the realization of the inaccuracy and 
unfairness of the end result. 


gas 


Deduction of the depreciation reserve 
from the “original cost” of plant results 
in a monetary reduction in assets, when 
in fact the reserve actually measures, 
in most instances, an additional invest- 
ment in plant and an increase in the 
volume of physical assets employed in 
the business. Regulated electric and 
gas utility industries should not be 
required to submit statements that 
would contain such misrepresentation 
of material facts, which would be con- 
strued as serious admissions against 
interest and which would be a strong 
influence toward the confiscation of 
their property. Existing depreciation 
reserves are not the result of the same 
types of charges and credit transactions 
in various companies or over a period 
of time, and the net figure, after deduct- 
ing the reserve, would represent a dif- 
ferent result for each company, but in 
any event, would not reflect an accurate 
statement of any significant fact useful 
for financial or any other purpose. 

The presentation of the reserve on 
the credit side of the balance sheet con- 
forms to sound accounting principles. 
No good reason has been offered why 
regulated industries, where the plant 
account is the most important factor 
in determining its permitted earnings, 
should follow the practice of deducti- 
bility simply because it has been here- 
tofore accepted in non-regulated indus- 
tries and where it does not have the 
same significance. Questionable as is 
the practice to deduct the reserve in 
the case of non-regulated enterprises, 
it has a far greater significance to regu- 
lated utilities, and its adoption will lead 
to improper conclusions and result in 
unfair losses to investors. Regulatory 
authorities should not prescribe ac- 
counting provisions which will un- 
justly, seriously, and needlessly, affect 
the electric and gas utility industries. 
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NOVEMBER 7, 8 AND 9, 1951 











THEORY OF ACCOUNTS 
Friday, November 9, 1951—1.30 to 5 p. m., only 


This paper is intended to test the extent of your knowledge of accounting theory 
and your ability to apply the knowledge you have acquired. Due weight will be given 
to the arguments presented to-support your answer to each question, even though the 
examiners may not agree with your conclusions. 


Answer eight of the following ten questions. 

1 In selecting a basis for pricing inventories, accountants have as one important 
objective the proper determination of income by matching appropriate cost against 
revenue. Does the pricing of inventories at “cost or market, whichever is lower” con- 
flict with that objective? Discuss fully, including consideration of the effect of the 
“cost or market” rule on the usefulness of income statements and balance sheets. [12%] 

2 Receivables may be classified and identified on the balance sheet under a num- 
ber of different titles or captions. Give eight captions for receivables, all of which might 
appear on balance sheets. Give reasons for using a number of sub-classifications for 
receivables on a balance sheet instead of using a single caption for all receivables. [12%] 

3 It has been proposed that the “reserves” section on the liability side of the bal- 
ance sheet be eliminated and that all such reserves be classified either as liabilities or 
as part of the stockholders’ equity. Give the arguments for and against this proposal. 
[12%] 

4 The G Corporation carries insurance considerably in excess of the book value 
of its fixed assets because of the increased cost of replacement. One of its buildings 
was destroyed by fire and the company collected an amount approximately three times 
the carrying value of the asset. It then used the entire proceeds from the insurance to 
construct a similar building. In your examination of the accounts you find that the 
company accountant, following instructions from the company president, has charged 
annual depreciation on the new building at the same amount as previously charged on 
the old building, although depreciation computed on the cost of the new building would 
be almost double the previous depreciation. The president’s argument is that the com- 
pany must be consistent. Give a complete discussion of the propriety or impropriety 
of the procedure followed by the company. Do not consider income tax effects. [12% 

5 A manufacturing concern follows the practice of charging the cost of direct 
materials and direct labor to work in process but charges off all indirect costs (factory 
overhead) directly to profit and loss. State the effects of this procedure on the con- 
cern’s financial statements and comment on the acceptability of the procedure for use 
in preparing statements. [12%] 

6 [12%] 

a Explain why footnotes to financial statements are sometimes necessary. 

b Give four different examples of information which might be disclosed in 
footnotes to financial statements. 

c Give four different examples of information which might be contained in an 
auditor’s long-form report but which probably would not appear in the 
auditor’s opinion or in the financial statements or footnotes. 


7 [12%] 
_ An established business is to be sold as a unit. You are engaged to assist in deter- 
mining the presence or absence of goodwill. 
a Define goodwill as related to this type of transaction. 





1952 165 





The New York Certified Public Accountant 


b Describe two methods which you consider useful for a purchaser of a busi- 
ness in computing the amount of goodwill of a business. 

c State the weaknesses and limitations of the two methods which you described 
in b above. 

8 [12%] 

The X Company has a fiscal year ending on March 3lst. The controller is in the 
process of preparing the monthly statement of financial condition as of October 31, 
1951, and requests your advice in the determination of the correct liability for the 
federal income and excess-profits taxes at that date. 

Net taxable income for the seven months ended October 31, 1951, is reported to 
be approximately $98,000. The company is not at all certain as to the earnings to be 
anticipated for the remaining five months of its fiscal year. The sales manager states 
that he believes the same rate of profit can be maintained as has been obtained in the 
seven months ended on October 31st. However, the controller is not optimistic, even 
suggesting that a loss will occur if needed materials are not obtained soon. The presi- 
dent recalls that only $30,000 was earned in the five months of the previous year between 
October 31, 1950, and March 31, 1951. He believes enough business can be completed 
to obtain that amount of earnings in the five months ending March 31, 1952. He is 
particularly anxious to have a correct determination of liability for these taxes at Octo- 
ber 31, 1951, because he has arranged to sell part of his capital stock of the company 
at its book value on that date. 

The controller informs you that the earnings of the current fiscal year will be sub- 
ject to excess-profits tax to the extent that they exceed approximately $75,000 accord- 
ing to his computation of the excess-profits tax credit, which you find to be correct. 
Adequate provision has been made for taxes of prior years and you are to be concerned 
only with the interim period of the current year. 

You are to prepare a brief memorandum for submission to the controller discussing 
the problems involved in determining the proper accrual of these federal taxes at 
October 31, 1951. Describe briefly the methods by which such accrual could be cal- 
culated and indicate the method which you consider preferable in the circumstances, 
giving reasons for your choice. Do not make, or describe in detail, the actual com- 
putations. 

9 [124] 

In accounting for a testamentary trust, there is a problem of separating the items 
that should be charged against principal from the items that should be charged against 
income. You are to state whether each of the following items would be charged to 
principal or to income, assuming that the most general rule is to be followed. Give 
any explanation you consider necessary in connection with your answer. 

(1) Federal estate taxes paid. 

(2) Interest paid on mortgage on real estate. 

(3) Depreciation of real estate. 

(4) Legal fees for collection of rent. 

(5) Special assessment tax levied on real estate for street improvement. 

(6) Amortization of premium on bonds which had been purchased by the testator. 

(7) Loss on sale of trust investments. 

(8) Taxes on vacant city lots. 

10 [12% 

a A stockholder who owns some stock in a listed corporation is concerned 
because she receives such small dividends. She has reviewed the last stock- 
holder’s report and has concluded there is ample cash available for much 
larger dividends. In addition to cash in banks, the corporation’s balance 
sheet shows the following items which she believes represent cash funds: 

(1) a large “Paid-in surplus” 
(2) plenty of “Undivided profits” 
(3) a large “Reserve for general contingencies” 
(4) a substantial “Reserve for depreciation” 
In simple, non-technical language, explain the nature of the items which 
the stockholder has confused with cash. 

b The stockholder is further perturbed because the corporation’s most recent 
balance sheet shows goodwill at only $500,000, whereas a year before it had 
been shown at $1,000,000. She believes that a corporation which is losing 
goodwill so rapidly must be poorly managed. 

In simple, non-technical language, write an explanation which should clear up 
the stockholder’s misunderstanding. 
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COMMERCIAL LAW 


Friday, November 9, 1951—9 a. m. to 12.30 p. m., only 


Reasons must be stated for each answer except for objective type questions; no 
credit will be given for an answer unsupported by a statement of reasons. Whenever 
practicable, give the answer first and then state reasons. Answers will be graded 
according to the candidate’s evident knowledge of the legal principles involved in the 
question rather than on his conclusions. Answers to questions involving negotiable 
instruments, partnerships and sales should be based on the provisions of the pertinent 
Uniform Law. 


Group I—Answer all questions in this group. 


1 


? 


“ 


A; 


[19] 

a Define or explain the following: (1) future goods, (2) fungible goods, (3) 
good faith purchaser. 

b Explain fully the effect on a sale of specific goods which at the time the 
agreement was made have been (1) wholly destroyed, (2) partially 
destroyed. 

c Under what circumstances may the unpaid seller (1) maintain a lien on the 
goods sold, (2) stop the goods in transit, (3) resell the goods? 

[10] 


B and C were partners conducting an accounting firm. Capital contributions 


were $4,000, $3,000, and $3,000 by A, B and C, respectively. Answer the following 
questions, using Uniform Partnership Act rules. 


4 


] 


a At the end of the first year the firm had a profit of $15,000. How much should 
A receive, nothing being said in the partnership articles as to ratio of 
profit sharing? Why? 

b B, without the knowledge or consent of A_and C, contracted in the firm 
name to buy a set of tax reports from X. Could the firm be held for breach 
of contract if A and C refused to accept the books because the firm articles 
gave A the sole right to purchase for the firm? Explain. 

c The partnership articles provided that the firm was to continue for five years. 
C withdrew at the end of the second year. 

(1) What right is denied him in computing his interest to be paid him by 
the firm? 
(2) What liability does he assume to his partners? 


[19] 


M drew a check for $100 on his account in X Bank. He delivered it to P in pay- 
ment for goods purchased from P. P took the check to X Bank and had it certified. 
P then sold and endorsed the check in blank to H, a holder in due course. H presented 
the check properly to X Bank. The bank was insolvent and refused to cash the check. 
H gave proper notice of dishonor to M and P. Give your reasons to support your answer 
to each of the following questions. 


wm 





a Can H recover $100 on the check from M? 

b Can H hold P for the amount of the check? 

c Has H a valid claim against the insolvent bank? 

[19] 

a What implied duties does an agent owe to his principal? 

b What implied duties does a principal owe to his agent? 

c In the law of agency, what is meant by (1) an agency coupled with an interest, 
(2) independent contractor, (3) ratification, (4) ostensible agency, (5) 
election? 

[10] 

a Explain the difference between a surety and a guarantor. 

b May a valid surety contract be entered into by 

(1) a corporation? Explain. 

(2) a partnership? Explain. 
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c If a creditor should refuse to accept a valid tender of payment of his debt, 

what would be the effect as to (1) the debtor, (2) a surety? 

d (1) If there are three sureties for the same debt, and also collateral security 
pledged to pay that debt, may the creditor in case of default by the 
debtor proceed against one surety for the entire debt? Explain. 

(2) May he take any action against the surety or sureties without first liquidat- 
ing the collateral ? 


Group II—Answer any five questions in this group. 


6 [10] 

a Sam, an infant, on his fourteenth birthday purchased a bicycle from Wells, 
an adult, for $55, payable $10 down and the balance to be paid at the rate 
of $5 per month. After making two monthly payments, Sam made no 
further payments. Wells made no demand for further payments and made 
no demand for the return of the bicycle. Six months after Sam became 
of age he sold the bicycle to Hall. Shortly thereafter Wells sued Sam to 
recover the unpaid balance of the purchase price of the bicycle. Sam set up 
as a defense (1) infancy, and (2) the statute of limitations. The statute of 
limitations of the state reads as follows: “The following actions shall be 
commenced within five (5) years after the cause of action has accrued, and 
not afterwards: First. On accounts and contracts oral or in writing.” 
Are either of the defenses good? Explain. 

b Assume that instead of selling the bicycle after he became of age Sam had 
promised in writing to pay the balance on a day certain and, on Sam’s 
failure to pay, Wells had sued and Sam had set up the same defenses as 
stated in part a. Would the defenses be good? Explain. 


7 [10] 

Define briefly the following terms as they are used in the law of corporations: (a) 
cumulative preferred stock, (6) participating preferred stock, (c) no-par stock, (d) 
preemptive right of a stockholder, (e) cumulative voting. 


8 [10] 

H was a holder in due course of a negotiable instrument made by M which matured 
on June 1, 1951. H presented the instrument on June 1 to M who refused to pay as he 
was insolvent. A, B and C, in that order, were the endorsers on the instrument. 
Assume all parties are in the same town. Give reasons for your answers to each of the 
following questions: 

a If H should call C on the telephone on June 2 and tell him of the dishonor, 
could H hold C for payment of the instrument? 

b If C should call B on the telephone on June 3 and inform him of the dis- 

honor, could C hold B for payment of the instrument, assuming C had 
paid H? 

c If B should mail a letter to A on June 3 in which he told A of the dishonor, 
which letter was received a week later, could B hold A for payment of the 
instrument, assuming B had paid C? 

d Would you allow H to recover the face of the instrument from either B or A 
if H had called C and C had called B and B had sent a letter to A in accord- 
ance with the statements in a, b, and c above? 

[19] 

a Name four reasons or circumstances, any one of which may be sufficient to 
bar a bankrupt debtor from obtaining his discharge in bankruptcy. 

b Name four types of claims which are not discharged by a discharge in 
bankruptcy. 

c Under what conditions may a preferential transfer be avoided by the trustee 
in a bankruptcy proceeding? 


10 [10] 

Green entered into an option agreement to purchase certain tracts of land. Before 
the expiration of the option period, Green exercised the right of election granted therein 
by giving the seller written notice that he would purchase the property. Subsequently, 
and before the expiration of the option period, Green entered into an oral agreement 
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with R whereby Green agreed to sell and R agreed to purchase from Green all 
Green's interest in and to said option agreement. R further orally agreed 

(1) to pay the consideration fixed by the option and to perform all of the terms 
and conditions of said option agreement 

(2) to form a corporation which was to take title to said property 

(3) to cause said corporation to issue 25% of its capital stock to Green and further 
promised to pay to Green the par value of the stock at any time the market value of 
said stock should be less than 50% of the par value of the stock 

(4) to cause the corporation to employ Green for a period of five years at a salary 
of $20,000 

R was to retain a controlling interest in the capital stock of the corporation. 
Green performed his obligations under the agreement but R refused to perform. 
Green brought suit and R set up the statute of frauds as a defense. Are the oral 
promises of R enforceable under the statute of frauds? Explain. 


11 [10] 

Write the numbers 1 through 10 on your answer sheet. Opposite each number 
you are to write the word “True” if the numbered statement is true or the word 

“False” if the statement is not true. Your grade will be based on the number of correct 
answers. No reasons need be given. 

(1) A trust may be created either by will or during the lifetime of the settlor 
or creator of the trust. 

(2) If the trustee named in the trust fails or refuses to serve, the trust will be 
terminated. 

(3) A settlor of a trust can himself be the trustee if the trust is created for the 
benefit of a third party. 

(4) A settlor can not create a trust with himself as beneficiary. 

(5) If the trust instrument so provides, the settlor may revoke a trust. 

(6) A constructive trust must be created in writing. 

(7) A charitable trust is essentially different from a private trust in that the benefi- 
ciaries are uncertain. 

(8) A trustee must keep the trust funds separate from his own funds. Under this 
rule, the trustee may not deposit trust funds in his own bank account even if his 
motive is innocent. 

(9) A trustee is personally liable on contracts made by him for the benefit of the 
trust estate. 

(10) A Court of Equity will usually terminate a trust before the purpose of the 
trust has been accomplished if all of the beneficiaries consent. 

12 [10] 

Write the numbers 1 through 10 on your answer sheet. Opposite each number 
you are to write the word “True” if the numbered statement is true or the word 
False” if the statement is not true. Your grade will be based on the number of 
correct answers. No reasons need be given. 

(1) A person who procures a policy of life insurance upon his own life may name 
as a beneficiary a person who has no insurable interest in the life of the insured. 

(2) A misrepresentation does not affect the validity of insurance unless it 
materially affects the risk. 

(3) A obtained a $20,000 policy of life insurance and named a grandson as the 
beneficiary, reserving the right to change the beneficiary. A later became a bankrupt 
and the trustee desires to obtain the cash surrender value of the policy for the benefit 
of creditors. The trustee may not obtain the cash surrender value of the policy. 

(4) A, by substantial and intentional misrepresentations concerning his health, 
obtained a $50,000 policy of life insurance which contained a two-year unqualified incon- 
testable clause. If A dies three years later and no steps had been taken to avoid the 
policy prior to death, the policy is enforceable. 

(5) A carried a $50,000 policy of fire insurance upon a stock of merchandise 
described as stored in a particular warehouse. The merchandise was later moved to 
A’s retail store where it was destroyed by fire. A may recover for the fire loss. 

(6) A’s business building is worth $100,000 and he carries a $40,000 policy of fire 
insurance on it which contains an 80% co-insurance clause. If a $60,000 fire loss 
occurs, A’s recovery is limited to $30,000, which he may collect. 
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(7) A carried a $50,000 policy of fire insurance upon a building in which he con- 
ducted a business. There was a $20,000 fire loss and A was without the use of the 
building for three months which was reasonably valued at $4,000. A is entitled to 
recover $24,000 on his policy of fire insurance. 

(8) A carried collision insurance on his automobile with X Company. The car 
was badly damaged by reason of the carelessness of T. By a valid contract A released 
T of liability and now seeks to recover of X Company. He should be able to recover. 

(9) A borrowed $10,000 from B, and B took out a $10,000 policy of life insurance 
on A. A assented to the insurance. A died eighteen months later at which time he 
owed B only $3,500. The insurance company is liable to B for the full $10,000. 

(10) O borrowed $10,000 from M and secured the loan with a mortgage on a 
certain building owned by O. M took out a policy of fire insurance on the building for 
$10,000 in which M was the only named beneficiary. A $15,000 fire loss occurred at a 
time when the debt had been reduced to $7,000. The insurance company must pay the 


full $10,000. 
AUDITING 
Thursday, November 8, 1951—9 a. m. to 12.30 p. m., only 


Answer all questions. Credit will be allowed not only for accuracy of answer but also 
for technic. 

1 Prepare a simple illustration of “lapping” of cash receipts, showing actual 
transactions and the cash book entries. [10] 


2 You are making a regular annual audit of a retail furniture store which sells 
on an installment basis. In outline form, prepare an audit program for installment 
notes receivable. [12] 


3 [8] 

a It is your client’s policy to have invoices and supporting documents accom- 
pany all checks presented for signature. The signing officer insists that the 
invoices and documents be marked “paid” before he will review them and 
sign the checks. His objective is to preclude resubmission of the same 
invoices and documents in support of another check. Do you believe this 
procedure is effective? Explain. 

b You audit a small corporation which publishes fiction and other non-technical 
books. Sales are made by four salesmen to about 1,000 retail bookstores. 
Because of his familiarity with the bookstores, the sales manager has been 
asked to approve each order before shipment is made. In the case of delin- 
quent accounts the sales manager decides whether or not further credit 
should be extended and his approval is necessary for any write-off of bad 
accounts. One bookkeeper and two billing clerks handle the accounting 
records. The other personnel are three editors and their secretaries and 
one production man who contracts with printers for ihe manufacture of 
the books. Shipments are made from the printers’ warehouses directly to 
the bookstores. In what ways are you, as an auditor, affected by the internal 
control over credit? Explain. . 

4 [10] 

You are the senior on an audit of a manufacturing corporation with about six 
hundred employees. A portion of your firm’s internal control questionnaire on payroll 
shows the following: 

a Who prepares the payroll? Answer—payroll clerk 

b Who prepares payroll checks? Answer—payroll clerk 

c Who approves the payroll? Answer—chief accountant 

d Who signs payroll checks? Answer—assistant treasurer 

e Who distributes pay checks? Answer—department foremen 

f Who authorizes pay rates? Answer—plant superintendent 

g Who reconciles payroll account? Answer—chief accountant 

h Who controls unclaimed checks? Answer—chief accountant 
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What further questions should be included in the questionnaire to permit an 
appraisal of the effectiveness of the internal control over payroll? Explain why each 
of the additional questions is needed. 


5 [10] 

Your client has several accounts in the same bank. One of these accounts is 
restricted to weekly payroll disbursements and is operated on an imprest basis. The 
account should always reconcile to a zero balance and for this reason your client has 
not bothered to reconcile the account at any time during the year under review. The 
account does not appear in the general ledger. 

In the course of your audit of the payroll account you examine all cancelled checks 
returned by the bank during the eight weeks following the balance-sheet date. Included 
among these are checks totaling $2,600 which are dated prior to the balance sheet. The 
paymaster also has on hand unclaimed payroll checks for $200 dated prior to the bal- 
ance sheet. The bank statement shows a balance of $2,300 at the balance-sheet date. 

Required: Assuming that no fraud is involved and that no errors in footing have 
been made, give three possible explanations of the situation indicated by the figures. 
For each explanation, give the procedures you would follow to determine if the expla- 
nation is correct. 


6 [20] 

As of December 31, 1951, you are conducting your firm’s first audit of the S Manu- 
facturing Corporation. Although the corporation is small, it does have a chief account- 
ant. He has already prepared statements for the year 1951 and included therein the 
following analysis of surplus: 





Balance. January 1. JOS... os oc scnaen snow teslnaese $43,507 
Net imeome for the years: 0 30... 60. 0 coe ee, 16,212 
Gain on sale of equipment... .....¢sssccccsevees 146 
Premium on sale of capital stock................ 3,200 

NCACAE CREOIAS 5 o.6's cao base caste sie aoe cei $63,065 
Reserve for income tax on 1951 income.......... $ 5,000 
DIVIGGNGS DAI 536.636, 0:010.0:s.0c0 ts LtSnvicesesecensene 5,000 
Pension payments to retired officer.............. 2,000 

otal dehits i. sonia ee ee $12,000 
Bakance, December. 31, 195k: « cccccic cco vanes cans $51,065 


a Give in detail the procedures to be followed in the audit of each item in the 
above analysis except “Net income for the year.” Your engagement does 
not include the preparation of the income-tax return. 

b State the changes you would recommend in the presentation of these items in 
the financial statements. Give reasons for any changes recommended. Give 
the justification for not changing the items which you believe are properly 
presented. 


7 [15] 

Your client, The Pram Corporation, manufactures baby carriages as its only 
product. The corporation maintains perpetual inventory records in quantities and values 
and also takes a complete physical inventory each October 3lst. You observed the 
physical inventory at October 31, 1950, and were satisfied with the procedures followed. 
From your test counts you are satisfied that the client’s counts were substantially 
accurate. 

There were differences between the client’s count and the perpetual records for 
about 75% of the items. Before adjusting the inventory records for the larger differ- 
ences, of which there were about 25, the records were checked and the items were 
recounted. Typical examples of adjustments for the larger differences are: 


Perpetual Record Perpetual Record 


Description of Item Before Adjustment After Adjustment 
Black paint (in gallons).......... 662 647 
Cotter pins (in dozens).......... 2,260 2,160 
PURE MRED RI cos oie ace tars: 4 iansiacnie 4 sigs shie’ 8,592 8,708 


Assembled wheels .............-- 6,901 6,883 
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The Pram Corporation made no further physical tests of inventories during 1950, 
For its year-end closing at December 31, 1950, the corporation used inventory quantities 
shown by the perpetual inventory records. 

Prepare in outline form an audit program setting out the essential procedures to be 
followed in your audit of inventories as of December 31, 1950. Do not include proce- 
dures unless you believe them to be essential under the conditions as stated. 


8 [5] 
An auditor makes an agreement with one of his clients that the amount of his 
audit fee will be contingent on the number of days required to complete the engagement. 
a What is the essence of the rule of professional ethics dealing with contingent 
fees and what are the reasons for the rule? 
b Did the auditor violate the rule? 
Q [10] 
a Explain how an examination of insurance policies might indicate each of the 
following: 
(1) the pledge of inventory as collateral on a loan 
(2) the disposition of fixed assets without entry on the books of account 
b In connection with a regular annual audit, what are the purposes of a review 
of sales returns and allowances subsequent io the closing date? 


be 


PRACTICAL ACCOUNTING — Part I 


Wednesday, November 7, 1951—1.30 to 6 p.m., only 


Solve all problems. Consider technic and neatness as carefully as mathematics. 
Answers are to be written on one side of the paper only. Working papers (but not 
statements) may be in pencil. All other papers are to be written in ink. The use of a 
slide rule is permitted. 


1 [ 15] 

The following questions relate to federal income taxes. No reasons need be given 
to support your answer. Your grade will be based entirely on the number of correct 
answers you submit. 

a The following 17 items are to be considered as to whether they are essentially 
true or false statements. If the statement is true, enter the letter (a) on 
your answer sheet. If the statement is not true, enter the letter (b). 
(1) X, a single man, over 65 years of age, supports a sister who is 67 years of 
age and who has no income. X is entitled to $2,400 in exemptions. 
(a) True (b) False 
(2) An infant son who has $525 in gross taxable income .can not be claimed 
by his father as a dependent. (a) True (b) False 
(3) Interest on principal amount of $10,000 of U. S. Savings Bonds in the 
name of an individual issued prior to March 1, 1941, is excluded from 


gross income. (a) True (b) False 
(4) Unemployment insurance benefits paid by a state do not constitute tax- 
able income to the unemployed recipient. (a) True (b) False 


(5) Monthly payments received by a wife under a decree of separate main- 
tenance, where such decree does not provide for a fixed amount payable 
in installments, are not includible in the wife’s gross income. 

(a) True (b) False 

(6) The sale of municipal bonds, the interest of which is non-taxable, at a 
gain gives rise to a taxable transaction. (a) True (b) False 

(7) Real property owned by a taxpayer and not used in a trade or business 
is a capital asset. 

(8) Salary payments to employees serving in the Armed Forces are deducti- 
ble as an expense by the employer who pays them. 


(a) True (b) False 
March 
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950. (9) A taxpayer during the year pays $60 federal excise tax in connection 

ties with the purchase of a television set for his personal use. The taxpayer 
may deduct this $60 on his personal income-tax return. 

ha (a) True (b) False 

ICe- (10) Stock owned by a taxpayer becomes entirely worthless in 1949. The tax- 

payer does not discover this fact until 1951. Deduction can be taken on 

the 1951 tax return. (a) True (b) False 

: (11) Bonds which cost a taxpayer $8,000 are sold in a bona fide transaction 

his to his son, Y, for $7,000. The taxpayer may not take a deduction for 

ent. the loss sustained. (a) True (b) False 

sent (12) Estates and trusts are permitted to use the “standard deduction” in the 


determination of net income. (a) True (b) False 
(13) T, who is on the cash basis, pays $500 in 1950 for fire insurance on his 
income-producing realty. The premium paid on the policy covers a 
a three-year period. He may take this $500 as a business expense in the 
He year 1950. (a) True (b) False 
(14) P, an architect on the cash basis, renders special services extending over 
the period 1946-1950, for which a fee of $10,000 is charged. He received 
$3,500 in 1946 and the balance in 1950. P may take advantage of the 
iew ““36-month, or compensation for long-term services, rule’ in co nputing 
his net income for 1950. (a) True (b) False 
(15) X Corporation conducts an advertising campaign during 1950, spending 
$100,000. It is expected that such campaign will benefit the next five 
years. This expense may be prorated for tax purposes over the five- 
year period. (a) True (b) False 
(16) A taxpayer on the accrual basis may properly take as a deduction in the 
year 1950 the following: 





(a) provision for self-insurance (a) True (b) False 
tics. (b) additions to a reserve for ordinary repairs (a) True (b) False 
not (c) the cost of “making good” on a guarantee in the year 1951 for sales 
of a made in 1950 (a) True (b) False 

(17) The “back pay” rule is applicable to a taxpayer who received only the 
following during the year 1950: 
iven (a) salary of $6,000 for 1950 and “back pay” of $2,000 
rect (a) True (b) False 

(b) salary of $5,000 for 1950, “back pay” of $1,000 and dividend income 
ially of $2,000 (a) True (b) False 
ies b The following are to be answered by indicating the letter which identifies the 
alll correct amount for each situation. 

} (1) Y, an employee of X Corporation, received on June 30, 1950, as com- 
‘alse pensation, 100 shares of X Corporation common stock, par value $10 
- a share, which has a market value on June 30 of $14 per share. On 
al y December 31, 1950, the stock has a market value of $12 a share. Y 
ane should report as income for the year 1950 in respect to the stock received 
the (a) 0 (b) $1,000 (c) $1,200 (d) $1,400 (e) some other amount 
Sir (2) Lessee A completes on January 1, 1940, a building costing $100,000 with 
7 an estimated life of 20 years. On January 1, 1950, the lease expires and 
tax- lessor B repossesses the improved property. At that time the building 
‘alse has a fair market value of $80,000. B should report as income for the 
\ain- year 1950 in respect to repossession of the leased property (a) 0 (b) 
able $20,000 (c) $50,000 (d) $80,000 (e) some other amount 
; (3) T owns a warehouse which has an adjusted basis of $40,000 and which 
‘alse ‘ is condemned by the state to make way for a highway. The state pays 
at a T $50,000, of which he immediately uses $46,000 to erect a new ware- 
‘alse house. In respect to this “involuntary conversion,” T should report 
ness for income purposes (a) 0 (b) $4,000 (c) $6,000 (d) $10,000 (e) some 
; other amount 
ucti- (4) T purchased a machine on July 1, 1948, for $10,000. On July 1, 1951, it 
' has an adjusted value of $2,500. On that day he sells the old machine 
“alse for $4,500 and purchases a new machine for $9,000. The basis for the 
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machine purchased July 1, 1951, is (a) $4,500 (b) $7,000 (c) $8,000 

(d) $9,000 (e) some other amount 

(5) X, a married taxpayer with no dependents, has adjusted gross income of 

$6,000. During the taxable year, he paid hospitalization insurance pre- 

miums of $39, his wife’s medical bill of $2,000 dental fees of $125, and 

fees of $25 for hire of ambulance. What amount is deductible on a joint 

return as medical expenses? (a) $1,250 (b) $1,589 (c) $1,889 (d) $2,189 

(e) $2,500 

(6) Taxpayer T who is in the business of selling vacuum cleaners on the 
installment plan uses the installment method of reporting income for 
federal income-tax purposes. In the calendar year 1950, T had sales of 
$20,000, the vacuum cleaners costing $15,000. Collections were made as 
follows: 1950—$8,000; 1951—$7,000; 1952—$5,000. The only selling and 
administrative expenses attributable to the above sales amounted to 
$800 and were all incurred and paid in 1950. 

(a) Taxable net income for the year 1950 was (a) $5,000 (b) $4,200 (c) 

$2,000 (d) $1,680 (e) $1,200 
(b) Taxable net income for the year 1951 was (a) $2,100 (b) $1,750 (c) 
$1,470 (d) 0 (e) some other amount 
(c) Taxable net income for the year 1952 was (a) $4,209 (b) $1,250 (c) 
$1,050 (d) 0 (e) some other amount 


c Mr. Charles Adams, a certified public accountant, conducts a public account- 





ing practice in Blairtown, N. Y. During the year 1950, Mr. Adams attended 
the American Institute of Accountants convention in Boston. He is married 
and has two children. His son, James, aged 20, who attends State Uni- 
versity, worked during the summer of 1950 and earned $300 which was his 
only income for 1950. His daughter, Sally, aged 12, was the recipient of a gift 
of $5,000 from her uncle. Mr. Adams also provided the chief support for 
his blind father, aged 69, who had no income. Mr. Adams’ father died in 
November, 1950, and at his death he had a $1,000 ordinary life insurance 
policy payable to his son, Charles. 

During the year, Mr. Adams received $18,000 in professional fees, $300 in 
dividends on his “GI” insurance policy (National Service Life) which has 
been in effect since 1942, and an auto worth $1,800 won as a prize ina 
raffle. Mr. Adams paid $1 for the raffle ticket. He received jury fees amount- 
ing to $40 and $150 in dividend income. His professional expenses amounted 
to $8,000. 

Mr. Adams owns his personal residence. The November hurricane resulted 
in a $500 loss to his home which was covered by insurance and this loss 
was reimbursed to Mr. Adams in 1950. In addition, he spent $300 repairing 
damages to his home caused by termites. He paid $400 interest to the 
Blairtown National Bank on $10,000’ which he had borrowed to invest in 
State of New York 3% bonds. He contributed to the American Red Cross 
10 shares of X Corporation stock which he purchased in 1947 at $40. The 
stock was worth $50 a share when the contribution was made. 

As a hobby Mr. Adams cultivates orchids which he occasionally sells. An 
unseasonable freeze destroyed plants costing $200. 

The following items concern possible deductions on Mr. Adams’ 1950 federal 
income-tax return. Some of the items are deductible in determining 
adjusted gross income, some are deductible only in determining net income, 
and some are not deductible at all. You are to decide into which category 
each item falls. Indicate into which class the items fall by use of the 
following letters: (a) deductible in determining adjusted gross income, 
(b) deductible only in determining net income, (c) not deductible. 

(1) tuition paid for his son at State University 

(2) payment of interest on the mortgage of Adams’ residence 

(3) rental cost of a safe deposit box in which Adams keeps his securities 
(4) hotel expenses and rail fare incurred in attending the American Institute 
of Accountants convention in Boston 

(5) membership dues in the American Institute of Accountants 

(6) payment of penalty for late filing of 1949 federal income tax 
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000 (7) payment of interest on a deficiency in federal income-tax assessment for 
1946 
> of (8) the loss sustained by the freezing of the orchids to the extent not covered 
re- by insurance 
and (9) the loss caused by termites to the extent not covered by insurance 
dint (10) the value of the 10 shares of X Corporation stock contributed to his church 
189 (11) Adams’ 1949 state income tax paid in 1950 
(12) Adams’ 1949 federal income tax paid in 1950 
the (13) the expense of cultivating the orchids 
for (14) the $400 interest paid to the Blairtown National Bank 
s of The following items involve certain receipts which Adams thinks he may 
e as properly exclude as income. Indicate whether or not Adams may 
and exclude the items by use of the following letters: (a) Yes (b) No 
| to (15) the $300 summer vacation money earned by son, James 
(16) the $5,000 gift received by his infant daughter, Sally 
(c) (17) the $300 insurance dividends on his National Service Life Insurance Policy 
! (18) the value of the auto won as a prize at the raffle 
(c) (19) the $40 received for jury duty fees 
(20) the $1,000 life insurance proceeds received in 1950 as a result of his 
(c) father’s death 
2 [20] 
unt- The Hardware and Furniture Company (a sole proprietorship) did not have com- 
ded plete records on a double-entry basis. However, from your investigation of their records 
ried you have established the information shown below. Using that information you are to 
his prepare a balance sheet as of December 31, 1950, and an income statement for the year. 
11S a ‘ ege,e e 
gift (1) The assets and liabilities as of December 31, 1949, were: 
for Debit Credit 
d in CNR til bi Ge eae acetausiov isle net aeareneccaeed $ 5,175 
ance DOD, SUOMINB 5566665100553 ssc easinndsstenereeesa 10,556 
eivowanes for 1668) OM. SCCOUNIG. . 0.6 ccccccccscectcoee $ 740 
POD ck cxccdemewhesee —nivEmecenes 3,130 
0 in accumulated depreciation ................ ek 1,110 
he OMNI  MUMONNE ooic a sis. ow'e'o.00.0.00sesee ep neeeeen es 158 
nas prepaid supplies ......... CAPRA igh e as 79 
in a SY EE i hak os -oocas bec deeaeee denies FERNA 4,244 
unt- accrued miscellaneous expenses ........ceccececceces 
d SECTUNE TAMER occ ccccces : wer 202 
ntec Pe , SEPPCLEEET EEE TET CU Tee 19,243 
ST I 65.66 a8: 450'0. 9. < 60 0, 6:06-8 inte Mowe eee s 5,000 
iad pe ES SO eer eee sch aie ee aio 26,839 
loss (2) A summary of the transactions a 1950 as recorded in the checkbook shows: 
ring deposits for the year (including the redeposit of $304 of checks mee 
the Wate OMe bate)” «co cc ccccees dé sacvertane ves eee: $83,187 
° checks drawn during the year..........ccccccccecccccsceeees ; 84,070 
st mn customers’ checks charged back by the bank.............ceeeeeeces 304 
ross bank service charges bos Ee TOR ee eee enet eh w Eee 22 
The (3) The following information is available as to accounts payable: 
OUTCMANER Ole GhOOI CateA FORT os 65:66 60 Os ede ee edad beteses $57,789 
An returns of merchandise allowed as credits against accounts by vendors 1,418 
SOUND CF COURS Dir. GME 6 0: 5:555.6.60.0 6 24% 8o ks 0o4aceb se caeeee enn 55,461 
leral (4) Information as to accounts receivable shows the following: 
ning COUR MIR OIE a oo idee cnc iadedies suse Wh eee eas tee $ 812 
ome, DOGUUIAG (GUMGCEON 8 ies sels vicee oss, st gs aahen Seleen ee emened 43,083 
Ory balance of accounts December 31, 1950 (of this balance $700 is esti- 
— FRASOG 1G THE GRCOUBCEIOIED 6 5 oko Gh.055 8.60016 whe bulbs wel dae Cem bkbeme 11,921 
the se z _ : . . 
omale (5) Checks drawn during the year include checks for the following items: 
SOE ks ca dhecse: Misra: 8 85:3 708 bins bsdke i Sh Fp race BC Wace: Bia eta aT $10,988 
rent : aid s doaevelep e's SO «bates tees aaeeee enn 3,600 
heat, light and telephone ee er ry ee ee Err sae ie 394 
nn) el ERE AG SANS Seok oe bi aCe BEE re 280 
ES ee ae Radek suits PSEA SS shitede Gass 341 
taxes and licenses ... ep ee ea 1,017 
; drawings of proprietor POE ST Pe eee ers eer re cater 6,140 
itute miscellaneous expense ..... ig Solel ta Sle sratead a rey 769 
TOTOIIIENE DUSCUMNON, soc, 6:5. 0-0-cc0 nis 8:06)6.50.0.8 OORO SAEs ay GE 6a See 2,08C 
NOUS DUNANIO i oo.c es be bec edi vceecee's : AP en oe ae 3,000 
$28,609 
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(6) Merchandise inventory December 31, 1950, was $17,807. Prepaid insurance 
amounted to $122 and supplies on hand to $105 as of December 31, 1950, 
Accrued taxes were $216 and miscellaneous accrued expenses were $73 at 
the year end. 








































(7) Cash sales for the year are assumed to account for all cash received other than 
that collected on accounts. Fixtures are to be depreciated at the rate of 
10% per annum. 


3 [15] 
From the following information you are to prepare a’ statement showing the sources 
and applications of funds for the year 1950: 


Balance-Sheet Accounts 
December 31 














Debits 1949 1950 

CRON ix Vic cease 86 $45 HO RER ORS <4 40s OOS Gale oes $ 40,409 $ 30,337 
ROUND. c 50. 35:04 6s obs a eR ERS Se Wee ES 67,186 65,638 
Me: 112,500 85,000 
prepaid insurance ...... es an a gr FEN De arenREeS 710 750 
eee ee pAbaieis ésdetalegusitiela SG A 82,164 94,438 
cash surrender value of life insurance policies........ 8,315 9,061 
CURSOTEROL DAU GIBCOUIRE 6. 6-66-06 00s c:0.0'ne 00.0 0 9:0:06,0- 4,305 2,867 
land, buildings, machinery and equipment............ 172,778 207,782 

$488,367 $495,878 

Credits 

PRIOR SURO! 65-050 0:6 aids 596008 cates bi tarts sile, artes $ 34,081 $ 31,314 
notes payable to banks note. oereere 40,000 45,000 
accrued interest, taxes, etc 12,307 21,263 
first-mortgage 4% serial bonds........ ote angie ea ema 82,000 68,500 
allowance for loss on accounts...........+eeeeeeeee. 4,630 3,815 
Allowance fOF GEPLOCIALION 6 oo.cccseccecaccsceee cess 96,618 81,633 
allowance for inventory loss............eeceeeeeeees 1,000 7,500 
reserve for contingencies ....... PosdGstentcas’Wehus 37,500 63,600 
common stock, $100 par value...........c0.-eeeeeee 100,000 92,500 
paid-in surplus 3 ; Caw adeeapee Res 11,000 10,175 
PE SR: ngs ck aneacencvescuckecswenvass eur 69,231 70,578 

$488,367 $495,878 


The following information concerning the transactions is available. 

(1) Net profit for 1950 was shown by the profit and loss statement as $48,097. 

(2) During the year 75 shares of the capital stock were repurchased at $111 and 

were being held in the treasury. Subsequent to the stock reacquisition a 
10% cash dividend was paid. 

(3) The 1950 premium on life insurance policies was $1,673. Expense was charged 
with $927 of this payment. 

Machinery was purchased for $31,365 and machinery costing $32,625 was 
retired. The retired machinery had accumulated depreciation of $29,105 at 
date of retirement. It was sold as scrap for $1,000 which was credited against | 
the profit and loss on retirement of asset account. The remaining increase 
in fixed assets resulted from construction of a building. 


(4 





(5) The serial bonds mature at the rate of $5,000 per year. In addition to the 
retirement of the $5,000 of bonds due in 1950, the company purchased and 
retired $8,500 of the bonds at $103. Both the premium on retirement and 
the applicable discount were charged to expense. 

(6) The allowance for inventory loss was created by a charge to expense in each 

year. It is set up to reduce the inventory value of obsolete items to estimated 

market value. Bad accounts of $3,702 were written off against the allowance 
for loss on accounts. 





(7) The reserve for contingencies was provided by charges against retained earn- 
ings. A debit to the reserve of $11,400 was made during the year. This 
represented the final settlement of a part of 1947 income-tax liability which 
had been the subject of controversy. 
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PRACTICAL ACCOUNTING — Part II 


Thursday, November 8, 1951—1.30 to 6 p. m., only 


Solve problems 1 and 2 and either problem 3 or problem 4. 


1 [2%] 


As of January 1, 1942, Grant leased a building for 10 years to be used as a retail 
store. His agreement with the owner was as follows: 


The annual rent payment was to be based on gross sales. On sales up to $150,000 
per year the rate was to be 3%. On any sales in excess of $150,000 per year the rate 
was to be 2% 

However, during the first five years of the term of the lease, the annual rental was 
to be a minimum of $4,000 per year after which the minimum was to be increased 
by 124%%. 

The lease further provided that if in any one year the rent based on sales did not 
equal the minimum annual rental, the minimum would be payable, but the amount paid 
solely as a result of such minimum could be applied in reduction of the next year’s 
rent to the extent that the next year’s rent exceeded the minimum for that year. 

Gross sales by years including 1951 were as follows 


Mae ssi.t ets cc $ 96,000 IOAR fests cad $141,000 
ES eee eae 129,000 Li ere 165,000 
A Serre 148,006 1 OC eects 142,000 
BOD oa. acne = 161,000 BOO a ord/os es 170,000 
iL epee Are 124,000 IGOR S Patines 197,000 


a You are to compute the amount of rent payable each year under the terms of 
the lease. 


b Discuss the treatment in the financial statements of any amounts payable 
under the provision for payment of a minimum amount of rent. 


2 [12%] 
The balance sheet of the S Company on September 30, 1951, has the following 
items on the credit side of the statement: 


EP Tee er ere ee te ee Re Pere $103,732 
POMEN DANIO 5 oonie bcs sis 0:kis-caivie eae Sc Rere eka ke Matlees Kee Meet eae 300,000 
Reserve oe, NE. -PORIROUNUE 5.65 6octs seed ceases meee sanueeke 160,000 


6% Cumulative preferred stock, $100 par value, (entitled to $110 ‘and 
accumulated dividends per share in voluntary liquidation and to $100 


per share in involuntary liquidation). Authorized—3,000 shares, 

issued—2,000 shares, in Treasury—150 shares..........eeeeeeeee 185,000 
Common stock, $100 par value, authorized—10,000 shares, issued and 

Gutetemdinn 4,000 GRATES. oon cccccscsiecssbevencraderenesmacgass 400,000 
Premium on preferred stock Suican ete sks Eee Rea Le eee eee 10,000 
Premium on common ..........+++. , ; tea paReneen 67,300 
SE, CE eh gn ects vacmdceceme pies ; I ree 131,260 


The company proposes to finance a plant expansion program by issuing an 
additionat 2,000 shares of common stock. Common stockholders of record October 1, 
1951, were notified that they will be permitted to subscribe to the new issue at $150 
per share up to 50% of their holdings. The market value of the stock on October 1, 
1951, was $172.50 per share. The stock goes ex-rights in the market on October 3, 1951. 

John Doe owns 100 shares of the S Company common which he purchased in 
1949 for $16,431.20. He does not want to exercise his rights but wishes to sell them. 


a You are to compute the book value of a share of common stock as of Septem- 
ber 30, 1951. Preferred dividends have been paid or set up as payable 
through September 30, 1951. 

b You are to compute the theoretical value of John Doe’s rights as of 
October 1, 1951. 


c You are to state the federal income-tax rule as to stock rights and show the 
computation and treatment of the transaction if Doe sells his rights for 
$800. Indicate any further assumed facts on which your computation is 
based. 
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Solve either problem 3 or problem 4. 


3 [25] 
The following balances appear on the books of Memorial Hospital as of January 1, 
1950: 





Debits Credits 
ee ne err 
Accounts receivable—patients ............eeeeeeeeee ee ee 
SUMGEY ABOCOUMED: TRCHIGROIC. «oc oi5i60.0:5:6.00:0 0:0 00le co Kew i. > | (teweaiens 
INVEDCOLY OF SUNDHES...60cccsccesnceense assess ae Pe. awl se nies 
Peta AONPARER 555 4 diwssso ed: 05s'cielow Seca ae SAS ee Skee 
RNS SIL RB osha o. 5-0 sisi ode wee Spa Mweeereee. SAI 8 ot hwinegies 
Other investments ... : Cchstte see 66a Oe CCCs. | nL | -  Wlancarecenyucd 
EOS, AE LLG er ee LAP CWE RARE SEROTEC >) oo 
cee ee OT ee Me ee en a 
NE ca aWobs cokes esse chesedgedaetancoscteccs Mts | | euebenes 
Allowance for loss on accounts.........cccccccccccce $ 10,385 
Accounts payable ; Grasse bia ana Korat ee 29,227 
Other current liabilities... ........ccccccececceccees 38,014 
Bonds payable—Ist mortgage 5%......-.cecececeeees 300,000 
Advance payments by patients..........cccccceececs 6,364 
Balance rte ERP T ENT ee ree 4,291,766 

$4,675,756 $4,675,756 


From the following information and summary of the transactions for the year 

ended December 31, 1950, you are to prepare work sheets showing by appropriate funds 
all information needed for (a) a statement of income and expense for the year and (b) a 
balance sheet for each fund as of December 31, 1950. Changes in surplus accounts or in 
fund balances should be shown in additional columns unless all such changes are clearly 
identified in the balance sheet columns. 
: (1) The stocks and bonds together with $112,808 of the cash belong to endowment 
funds, the income of which may be used for general purposes of the hospital. An 
additional $12,150 of cash belongs to specific expendable funds. Buildings and equip- 
mient and stated net of depreciation which has been charged to the current expenses 
of each year. There is no intention to provide a fund for replacement of assets, and as 
assets are replaced, payments are made out of general cash. The other investments 
belong to endowment funds for specific purposes. The income from these funds may 
be used only for the designated purposes. 

(2) Cash income from endowment fund stocks and bonds amounted to $138,710. 
Income from other investments amounted to $11,765. 

(3) Cash donations received amounted to $41,305, all except $10,500 of which was 
for current use. The $10,500 was expendable only for a designated purpose. 

(4) Services rendered pay patients amounted to $930,480 which was all recorded 
through accounts receivable—patients. 

_ (5) Cash collected from patients and prospective patients amounted to $925,428, 
of which $12,890 represented advance payments. 

(6) Cash of $1,275 was collected on sundry accounts receivable. 

(7) The allowance for loss on accounts was increased by $10,000. Patients’ 
accounts totaling $6,302 are considered to be uncollectible and were written off. 

(8) Depreciation on the buildings was $11,307. Depreciation on equipment was 
$18,541. 

(9) The following vouchers were approved: Storeroom supplies—$78,240; Insur- 
ance—$11,624; General operating expenses—$979,731; Maintenance—$7,448; Replace- 
ment of equipment—$11,432; Interest on bonds—$15 000; Retirement of bonds-—$10,000. 
Other current liabilities were credited with $505,212 of these $1,113,475 of vouchers. 

(10) The carrying value of equipment replaced was $2,710. 

(11) Free services rendered during the year amounted to $108,000. 

(12) Services rendered patients (see No. 4) were covered by advance payments 
amounting to $14,105. 

(13) Cash disursements were made of $502,701 in payment of other current liabilities 
and $610,043 in payment of accounts payable. Discounts taken on accounts payable 
amounted to $2,305. 

(14) Storeroom supplies of $72,578 were issued for general use and $1,073 
supplies were sold to enolowens and charged to sundry accounts receivable. Insurance 
expired amounted to $10,445. 
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(15) Cash expenditures from specific expendable funds were $5,875. 

(16) Cash receipts for the year included unexpendable cash contributions of 
$50,000, proceeds from sale of stocks and bonds of $502,164 and proceeds from sale 
of other investments of $52,125. 

(17) Cash disbursements not vouchered consisted of $507,892 for purchase of stocks 
and bonds and $48,100 of the proceeds from sale of other investments which was 
invested in bonds. 

(18) There was a loss of $7,354 sustained on the sale of stocks and bonds and a 
$9,978 loss sustained on the sale of other investments. 


4 [25] 

The Town Company is a manufacturer, producing two principal products known 
as XO and MO. Incidental to the production of these products, it produces a by-product 
known as Bypo. The company has three producing departments which it identifies as 
departments 101, 201 and 301. Raw materials A and B are started in process in depart- 
ment 101. Upon completion of processing in that department one-fifth of the material 
is by-product and is transferred directly to stock. One-third of the remaining output 
of department 101 goes to department 201 where it is made into XO and the other 
two-thirds goes to department 301 where it becomes MO. The processing of XO in 
department 201 results in a gain in weight of material transferred into the department 
of 50% due to the addition of water at the start of the processing. There is no gain 
or loss of weight in the other processes. 

The company considers the income from Bypo, after allowing five cents per pound 
for estimated selling and delivery costs, to be a reduction of the cost of the two principal 
products. The company assigns department 101 costs to the two principal products in 
proportion to their net sales value at point of separation, computed by deducting costs 
to be incurred in subsequent processes from the sales value of the products. 


The following information concerns the operations during April 1951: 


INVENTORIES 





March 31 April 30 

Quantity Quantity 

(Pounds) Value (Pounds) 
PUM APMES FINN hos. 5. 6 0.4 w 6:8 dela pod BR alec ae None - None 
ES IPE  eeee rere ers Torre 800 $17,160 1,000 
SE Oe basen vee an vemnbadeens 200 2,340 360 
WE RO ois ce vc Seve eewdnvess 300 7,260 800 
Pine PUNTO © oo cine icwees beecs 1,200 18,550 700 
Finished stock—Bypo .........-cccsceeee None None 


Inventories in process are estimated to be one-half complete in departments 201 
and 301, both at the first and last of the month. 


COSTS 
Material Used Labor and Burden 
Départment Joe. ..c es s+c0d0 5 $134,090 $87,442 
Department 201 «.. «.<66csesi00es — 31,950 
Department SO... sss cs cease — 61,880 


The material used in department 101 weighed 18,000 pounds. 
SALES PRICES 


D7) Rea eA $29.50 per pound 
REDS cir s dis wees daeirsionsd 1 ck ( % 
LN OSGi etre © BS ee e 


Prices as of April 30th are unchanged from those in effect during the month. 


You are to prepare the following statements covering the operations of the Town 
Company. Present all supporting computations in good form. 


a Statement showing costs and production by departments for the month of 
April. The company uses first-in, first-out to cost out production. 


b A schedule of inventory values for work-in-process and finished goods as of 
April 30. 
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Conducted by BENJAMIN Harrow, C.P.A. 


Franchise Tax—Allocation 
2h principle behind the allocation 


provisions in the law is that a 
corporation doing business within and 
without the State should be taxed only 
on that portion of its income or capita] 
representing business done within the 
State. That would seem to be a fair 
basis for taxation. The actual deter- 
mination of the income or capital rep- 
resenting New York business is made 
according to a complicated series of 
provisions in the law, many of them 
quite technical. Fitting into these provi- 
sions becomes a problem beset with 
practical considerations. 

Let us analyze an actual case. A 
corporation is principally engaged in 
the jobbing business. It imports tex- 
tiles and also purchases greige goods 
in the domestic market. The latter are 
processed at mills in other states. The 
corporation has sales offices in several 
states. Only one of these offices is main- 
tained by employees of the corporation. 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928. He is a Professor of Law at 
St. John’s University. 

Mr. Harrow has been a member 
of the American Institute of Ac- 
countants since 1922 and is a mem- 
ber of the New York Bar. He is 
now serving on the Society’s Com- 
mittee on Federal Taxation, and is 
Chairman of its Committee on State 
Taxation. He is also a member of 
the Institute's Committee on Fed- 
eral Taxation and its Council. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 
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The others are maintained by salesmen 
who are independent contractors. Mer- 
chandise is stored in public warehouses 
in these states and, also, at the process- 
ing mills. Orders for the sale of mer- 
chandise are accepted at the several 
offices, although the main office in New 
York receives a copy of all orders, and 
all the billing is done in New York. 
To what extent may the corporation 
allocate any of its income outside the 
state? 


Regular Place of Business and 
Permanent or Continuous 
Place of Business 


Before any allocation is permitted, a 
corporation must have at least a regular 
place of business outside the state. The 
Regulations (Art. 411) define this as 
“any bona fide office (other than a 
statutory office), factory, warehouse, or 
other space which is regularly used by 
the taxpayer in carrying on its busi- 
ness.” Under the facts stated above, 
the offices of the corporation in other 
states, the public warehouses in those 
states, and the mills in other states to 
which merchandise is consigned would 
each qualify as a regular place of busi- 
ness. The Regulation states that a 
public warehouse, where merchandise 
is stored until shipped, is considered a 
regular place of business if that is done 
as a regular course of business. The 
Regulation also states that if raw mate- 
rials or partially finished goods are 
delivered to an independent contractor 
to be processed “and the finished goods 
remain in the possession of the inde- 
pendent contractor until shipped to 
customers, the plant of such independ- 
ent contractor is considered a regular 
place of business of the taxpayer.” 

It should be noted that having a 
regular place of business does not give 
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a corporation a complete allocation un- 
der all the factors. The allocation would 
be permitted only under the property 
factor and the payroll factor. The sales 
would all be allocated to New York 
under the gross receipts factor unless 
the corporation had something more 
than a regular place of business. The 
place of business outside the state 
would have to be a permanent and con- 
tinuous one, that is an office, factory, 
warehouse or other space outside New 
York, ‘at which the taxpayer is doing 
business in its own name in a regular 
and systematic manner, and which is 
continuously maintained, occupied and 
used by the taxpayer in carrying on its 
business through its regular employees 
regularly in attendance.” (Art. 413.2). 

Under the facts stated above, the 
warehouses and the mills would not 
qualify as permanent and continuous 
places of business, unless they could 
come squarely within the definition 
given in the Regulation. Of the offices 
of the taxpayer outside the state, only 
one could qualify as a permanent and 
continuous place of business, since the 
others were maintained by salesmen 
who were independent contractors and 
not employees of the taxpayer, even 
though the taxpayer paid rent to the 
independent contractors. 


Receipts Factor—Receipt of Order 
and Appropriation to the Order 


The allocation of receipts outside 
New York also depends upon the place 
where the merchandise is located at 
the time time the order is received, or 
at the time the merchandise is appro- 
priated to the order. If a salesman 
receives an order for merchandise at 
taxpayer’s office outside New York and 
the merchandise is at that time located 
in New York, the sale is considered as 
a NewYork sale allocable to New York. 
If the merchandise is not in New York 
at the time the order is received out- 
side the State, but is in New York 
when the merchandise is shipped, again 
the sale is a New York sale. This would 
be so, even though the merchandise 
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was outside New York when it was 
set aside or earmarked for the customer 
who ordered the merchandise. 

For the sale to be allocated outside 
New York, the merchandise must be 
located at a permanent and continuous 
place of business outside the state, at 
the time of the reiceipt of the order or 
at the time the merchandise is appro- 
priated to the order. In addition, if the 
taxpayer has a permanent or contin- 
uous place of business outside the state, 
but the merchandise is located at a 
public warehouse in that state (a reg- 
ular place of business), the Regulations 
(Art. 413.2) seem to indicate that the 
sale would be allocable outside New 
York, provided the order is both re- 
ceived and accepted outside New York. 

If an employee or agent works out 
of a permanent place of business in 
New York, orders received or accepted 
by him are deemed to be received or 
accepted in New York, no matter 
where the employee actually receives 
the order. If any act is done in New 
York to make the contract binding, an 
order is deemed to be accepted in New 


York. 


Rented Real Property in the 
Property Factor—Allocation 


The question has been asked whether 
rent received by a taxpayer_from the 
sub-lease of real property rented by a 
taxpayer may be offset against rent 
paid by the taxpayer for the purpose 
of computing gross rents payable in 
the determination of the rented prop- 
erty factor for New York Franchise 
Tax purposes. 

The 1949 legislature amended Art. 
9A to include in the property allocation 
factor the value of property rented to 
a taxpayer as well as property owned 
by it. The value of such property is 
deemed to be eight times the gross 
rents payable during the period covered 
by the report. According to Art. 412.1 
of the Regulations, gross rents do not 
include amounts paid for storage un- 
less the taxpayer controls a designated 
space as a tenant. 
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The Regulations say nothing spe- 
cifically concerning subleases. The pro- 
vision with respect to storage space 
indicates the position the Tax Commis- 
sion would take on the question of sub- 
leases. In our opinion, if a designated 
space is under the control of a sub- 
tenant and the subtenant pays rent for 
this specific space, gross rent would 
exclude the rental received from the 
subtenant. 

Art. 412.1 also provides that if the 
general method of valuing rented prop- 
erty results in inaccurate valuations, 
the Tax Commission may accept any 
other method which properly reflects a 
more accurate value. This provision 
would probably enable a taxpayer to 
argue that gross rents should exclude 
the rental income received from a sub- 
tenant. In any event this procedure may 
not be used without the approval of the 
Tax Commission. 


Property Factor—Goods in Transit 

The property factor is the ratio of 
the value of real and tangible personal 
property within New York to the 
value of all such property within and 
without New York. The situs of goods 
in transit is important in the determina- 
tion of this ratio. 

If goods are in transit from a point 
outside New York to a point in New 
York or vice versa, the goods are 
deemed not to have a fixed situs any- 
where. The value of such: property is 
therefore omitted both from the numer- 
ator and the denominator of the prop- 
erty factor. If goods are in transit from 
a point outside New York to another 
point outside New York, they are 
deemed to have a situs without the 
state and the value would be included 
in the denominator of the property fac- 
tor. This of course will reduce the in- 
come to be allocated to New York. If 
the goods are in transit from one point 
in New York to another point in New 
York, they are deemed to be situated 
in New York and the value would be 
included both in the numerator and 
the denominator of the property factor. 
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Property is no longer in transit after 
it has been delivered to the owner at 
the point of destination. Merchandise 
stored in a bonded warehouse in New 
York has a situs in New York and 
would of course be included in the 
numerator and denominator of the 
property factor. 


Franchise Tax Return—Base Period 
Different From Federal Return 


The franchise tax is assessed for the 
privilege of doing business in this state. 
Under the entire net income basis, net 
income required to be reported for 
federal income tax purposes is the 
starting point for determining entire 
net income for franchise tax purposes. 
Suppose a foreign corporation that 
files its federal income tax return ona 
calendar year basis commences doing 
business in New York on March 1 of 
the year. How will such a corporation 
compute its entire net income for 
franchise tax purposes for the first 
calendar year? 

Such a corporation will be taxed for 
the first franchise tax year only on the 
hasis of entire net income for the actual 
period that it was doing business in 
New York. The net income, as per 
federal return, is first adjusted for ad- 
ditions and eliminations to determine 
entire net income for the full twelve 
months. The result is divided by twelve 
to determine average entire net income 
for one month and the result is then 
multiplied by the actual number of 
months that the corporation was doing 
business in New York. Art. 314 of the 
Regulations outlines this procedure. 


Franchise Tax—Deduction for 

Interest Paid by a Subsidiary 

to a Parent 

A subsidiary corporation pays in- 
terest to a parent company on indebted- 
ness arising from the, factoring of 
accounts receivable of the subsidiary. 
The parent company is regularly en- 
gaged in the factoring business. To 
what extent is the interest deductible 
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in determining entire net income of the 
subsidiary for franchise tax purposes ? 

Under Sect. 208 of the Franchise 
Tax law, the deduction for interest is 
limited to 10% or $1,000.00, which- 
ever is larger, if paid to any stock- 
holder or shareholder owning in excess 
of five per cent of the issued capital 
stock of the taxpayer. This provision 
was originally inserted in the law to 
prevent thinly capitalized corporations 
from obtaining a tax advantage through 
the deduction as an ordinary and neces- 
sary expense of payments of interest on 
bonded or open indebtedness where the 
latter essentially represented capital in- 
vested in a business. It was probably 
not the original intention of the Tax 
Commission to limit the deduction for 
interest where this constituted an 
ordinary and necessary expense incur- 
red in the operation of a business, such 
as the well recognized business of fac- 
toring accounts receivable. The law 
however makes no exception in its pro- 
visions for limiting the deduction for 
interest. Perhaps the Tax Commission 
should give consideration to this situa- 
tion and recommend an amendment to 
the law to allow a full deduction for 
interest where it is an ordinary and 
necessary expense incurred in the 
operation of a business. 

Under new Art. 9A, the parent com- 
pany gets a tax advantage because of 
the interest it receives from the sub- 
sidiary company. Subsidiary income 
generally is not included in the deter- 
mination of the entire net income of 
the parent. In the case of interest re- 
ceived from a subsidiary there is a 
limitation on this exclusion. Only the 
interest not taken as a deduction by the 
subsidiary company is excluded from 
entire net income of the parent. This 
limitation was put into the law to 
prevent a duplication of tax advantage, 
once to the subsidiary as a deduction 
and again to the parent as an exclusion. 
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Recovery of a Bad Debt 


Generally, any recovery of a bad 
debt charged off and deducted in a 
prior taxable year is taxable income. 
Under the tax benefit principle there 
is an exception to this rule under both 
the federal and New York tax laws. 
The New York law provides that the 
recovery may be excluded from income 
to the extent that the prior deduction 
did not reduce the income tax liability 
for the year in which the deduction was 
taken and the bad debt was deducted 
within three years prior to the year in 
which the recovery was made. The 
federal law does not have any limitation 
as to the time that the deduction was 
taken. 


Estate Tax—Survivorship 

Annuity to Widow of Retired 

City Employee 

Sec. 5, Art. XVI, of the New York 
State Constitution provides that all 
“salaries, wages and other compensa- 
tion, except pensions” paid to em- 
ployees of the state and its subdivisions 
shall be subject to taxation. Does the 
exemption of pensions from taxation 
extend to the estate tax on a survivor- 
ship annuity to a wife under a pension 
received by a retired city employee dur- 
ing his life time? This question had 
been before the Surrogate’s Court,! 
which held that it was unconstitutional 
to tax the commuted value of the an- 
nuity as part of the gross estate of the 
husband. The State Tax Commission 
asked for a reargument and the Sur- 
rogate’s Court? affirmed its prior de- 
termination. 

The Tax Commission argued that 
the constitutional provision exempting 
pensions applied only to pensions paid 
to the employee and not to pensions 
paid to a widow of an employee. The 
court held that if the Tax Commission 
was right in its literal interpretation of 


1 In re Endermann’s Estate, 106 NYS 2d 849 (July 31, 1951). 
Vatter of Hermann K. Endermann, dec’d. Queens County; N.Y.L.J., November 9, 


1951, page 1196. 
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the Constitution the exception as to 
pensions would be meaningless. It held 
that the Constitution should be con- 
strued broadly, that the delegates to 
the Constitutional Convention of 1938 
thought they were exempting pensions 
of state employees from all forms of 
taxation. The payments to the widow 
were a continuation of the employee’s 
pension. To subject the pension to an 
estate tax and not to an income tax 
would result in an inconsistency not 
indicated by the context. 

The Tax Commission argued that it 
was not the pension itself that was 
being taxed, but the right to transfer 
it at death. The court meets this argu- 
ment by saying that, whatever the 
theory, a tax is sought because there 
is a pension: “This does not mean that 
they (pensions) are not subject to 
direct taxation. It means that they may 
not be used in any manner as a basis 
for computing any kind of tax.” 

This decision seems to’ run counter 
to the basic theory of the estate tax 
as an indirect tax on the transfer of 
property at death. The U. S. Supreme 
Court has upheld’ an estate tax on the 
transfer of property which was exempt 
from direct taxation; municipal bonds, 
for example. Unless the exemption 
from tax specifically includes the estate 
tax, there would seem to be no basis 
for the liberal construction the court 
found in this case. The Tax Commis- 
sion will probably take an appeal from 
this decision. 


Estate Tax—Inter-vivos Gifts 

The gross estate subject to the estate 
tax consists, first, of all property the 
decedent owned at his death. It also 
includes property the decedent may 
have transferred during his life-time 
over which he has exercised rights of 
ownership or control, or over which 
he has retained certain rights that 
normally go with ownership. If, for 
example, a decedent during his life-time 
transfers property irrevocably, retain- 


The New York Certified Public Accountant 


ing the income until his death, the value 
of the property so transferred will be 
includible in his gross estate. 

In a recent case,* a decedent had 
conveyed some real estate to grand- 
children. The deeds were recorded and 
a gift tax return was filed reporting 
the conveyances as gifts. The decedent 
continued to collect the rents and re- 
ported them as his income. He never 
made any accounting to the grand- 
children for the rents. In his will he 
mentioned the gift to the grandchil- 
dren, adding that the gift was subject 
to his rights to the rents for life. 

The Commissioner included the val- 
ue of the property conveyed in the 
gross estate on the ground that this 
was a transfer of property by trust or 
otherwise, where the decedent has re- 
tained the possession or enjoyment of, 
or the right to the income from the 
property. The executor contended that 
the deeds divested the decedent of all 
the incidents of ownership. The court 
held that the decedent never completed 
the gifts. Dominion and control were 
never relinquished. Not even legal title 
vested in the grandchildren, since the 
deeds were never delivered to them. 
A gift requires acceptance by the donee. 
Here the donees did not even know that 
deeds had been executed in their favor. 

Legal title is only one element of 
ownership of property. The rights the 
decedent exercised with respect to the 
properties are normally associated with 
ownership and, under the estate tax 
law, these rights are more important 
than the mere legal title. As the court 
put it, the treatment of the properties 
was utterly inconsistent with the usual 
divestiture of all right, title and interest 
that accompanies a fee simple convey- 
ance. 


Sale of Real Estate Under a 
Deferred Payment Contract— 
When Does Tax Accrue? 
Normally, a sale is evidence of a 

completed transaction resulting in the 


3 Greiner v. Lewellyn, 258 U.S. 384 (1932). 
4 Estate of John W. Mortimere v. Com’r., 17 TC, No. 62 (Oct. 2, 1951). 
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realization of income. The tax accrues 
at the time of sale. Taxable income is 
represented by the difference between 
the selling price and the cost or other 
basis. If the selling price consists of 
cash there is no problem. If the selling 
price includes any equivalent of cash, 
such as a mortgage or note, there is 
likewise no problem since the market 
value of the mortgage or the note is 
deemed to be the equivalent of cash. 
Suppose the sale does not involve any 
evidences of indebtedness and the cash 
received in the year of sale is less than 
the cost of the property? In a recent 
case on this point’ the Tax Court held 
that there is no realization of income 
until the year in which the taxpayer 
has recovered his basis. 

In this case the taxpayer entered 
into a contract to sell real and personal 
property for $70,000 with a down pay- 
ment of $8,000. The balance was pay- 
able monthly, over a period of years. 
The deed was to be delivered upon the 
completion of payments. The contract 
did not provide for any mortgage secur- 
ity or note for the unpaid indebtedness. 
The Commissioner argued that the con- 
tractual obligation to pay the balance 
in deferred payments was the equiva- 
lent of cash and had a present market 
value. The court held otherwise, say- 
ing that the unsecured promise to pay 
was not equivalent to a mortgage and 
nothing was realized that could be con- 
sidered an equivalent of cash. Two 
judges dissented stating that the with- 
holding of the deed was equivalent to 
the execution of a deed and to the 
taking back of a mortgage. 

The effect of the decision was to 
defer any realization of income for two 


5 Ennis, 17 TC (No. 51), September 27, 
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years until the taxpayer had recovered 
the cost. After that, all additional pay- 
ments would represent taxable income. 
It should be noted that the taxpayer 
could have treated the transaction as 
an installment sale and reported each 
year a proportionate share of the total 
gain based upon the cash received. 


Installment Sales 


Reporting income on this basis -en- 
ables a taxpayer to spread a gain result- 
ing from a sale of property over the 
period in which he is receiving install- 
ment payments. The use of the install- 
ment method is restricted to sales of 
property where the “initial payments” 
received during the year of sale do not 
exceed 30% of the sales price. It 
should be noted that “initial payments” 
are not limited to a down payment but 
include any subsequent payments re- 
ceived during the year of sale. The 
total payments during the taxable year 
of sale must not exceed 30% of the 
sales price. They may, of course, be 
less than 30%, and there need not be 
more than one payment during the year 
of sale, but there must be at least one 
payment. 

The method of reporting the portion 
of each installment that represents tax- 
able! income is a simple computation. 
The taxpayer first determines the total 
profit on the transaction. Then he de- 
termines the percentage of profit to the 
contract price, usually the selling price, 
technically the total payments to be re- 
ceived by the seller. The percentage so 
determined is applied to each install- 
ment payment and the result is the tax- 
able income. 
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Conducted by Louis H. Rappaport, C.P.A. 


New York Regional Office Moved 


HE regional office of the SEC in 

New York is now at 42 Broadway, 
New York 4, N. Y. Its new telephone 
number is WHitehall 3-3460. If you 
have any question involving the work 
of the SEC, the Interpretative Section 
at this location may be able to help 
you. 


Amendments to Form S-1 


The SEC has made a number of 
minor amendments to its recently re- 
vised Form S-1. (This is the principal 
form for registering securities for sale 
to the public under the Securities Act 
of 1933.) The only amendment affect- 
ing the work of the public accountant 
is a change in one of the General In- 
structions relating to omission of finan- 
cial data from the prospectus. The 
amended instructions make it clear that 
the historical financial information re- 
quired by Part E of the Instructions as 
to Financial Statements may be omitted 
from the prospectus. (Part E is that 
portion of the financial requirements 
which deals with write-ups and write- 
downs of fixed assets, intangibles, in- 
vestments, etc., during the period of 
seven years preceding the period cov- 
ered by the formal financial state- 
ments. ) 





Louis H. Rappaport, C.P.A., has 
been a member of the Society since 
1933. He is a partner in the firm of 
Lybrand, Ross Bros. & Montgomery, 

C.P.A’s., and is also a member of 
e American Institute of Account- 
ants and of the American Account- 
ing Association. 
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Proposed Amendments to 
Proxy Rules 


The SEC has announced that it has 
under consideration a number of pro- 
posals to amend its proxy rules under 
the Securities Exchange Act of 1934. 

The principal proposed amendments 
of interest to accountants are as follows: 


1. Definition of “associate.” The 
definition of the term “associate” would 
be expanded to include certain relatives 
of specified persons who are not now 
included in the definition. 


This proposal is of more interest to 
accountants than might appear to be 
the case. If a proxy is solicited for a 
meeting at which action is to be taken 
with respect to the selection of auditors, 
then information must be furnished in 
a proxy statement in response to the 
following requirement: 


Item 8. Selection of Auditors 


If action is to be taken with respect to 
the selection of auditors, or if it is pro- 
posed that particular auditors shall be rec- 
ommended for selection by any committee 
to select auditors for whom votes are to 
cast, name the auditors and describe brief- 
ly any material relationship of such audi- 
tors or any of their associates with the 
issuer or any of its affiliates. 


The SEC proposes to amend the 
definition of “associate” so that it would 
read as follows: 


“Associate. The term ‘associate’ used to 
indicate a relationship with any person, 
means (1) any corporation or organization 
(other than the issuer or its subsidiaries) 
of which such person is an officer or part- 
ner or is, directly or indirectly, the bene- 
ficial owner of 10 percent or more of any 
class of equity securities, (2) any trust or 
other estate in which such person has a 
substantial beneficial interest or as to which 
such person serves as trustee or in a similar 
fiduciary capacity, and (3) any relative or 
spouse ‘of such person, or any relative of 
such spouse, who has the same home as 
such person or who, to the knowledge of 


March 











has 


DTO- 
ider 
134, 
ents 
WS: 
The 
vuld 
ives 
10W 


t to 
be 
ra 
ken 
ors, 
1 in 
the 


t to 
pro- 
rec- 
ittee 
Oo be 
“ief- 
udi- 

the 


the 
yuld 


d to 
son, 
tion 
ies) 
art- 
ene- 
any 
t or 
Is a 
hich 
ilar 
e Or 
F of 
» as 
4 of 


rch 








such person, is employed or retained by or 

deals with the issuer or any of its affiliates 

in any capacity.” (italicized matter is new.) 

Under the present definition, the au- 
ditor’s “associates” include his relatives 
who have the same home as the auditor. 
Under the proposed amendment, the 
term “associate” would also apply to 
the auditor’s relatives not living with 
him who, to his knowledge, are em- 
ployed or retained by or deal with the 
issuer or its affiliates in any capacity. 
It will be apparent that the proposed 
amendment represents a considerable 
enlargement in the scope of the term 
“associate.”’ Suppose, for example, that 
you are the independent public account- 
ant for Corporation X. Your wife’s 
brother, who does not live with you, is 
employed by Corporation X as a sales- 
man. Under the present definition, 
your brother-in-law is not your asso- 
ciate; under the proposed definition he 
would be an associate. And that would 
also be true if he were counsel for 
Corporation X or any of its subsidiaries 
or had, to your knowledge, any dealings 
with the companies. Although your 
brother-in-law might be your ‘“asso- 
ciate’ under the proposed definition, 
that fact would be significant only if 
his relationship with the companies 
were significant. Thus, if your brother- 
in-law were an obscure shipping clerk 
in Corporation X, that relationship 
would probably not have to be spelled 
out in the proxy statement. But if your 
brother-in-law were treasurer of Cor- 
poration X, that, in all likelihood, would 
be considered a material relationship of 
an “associate” of the auditor with the 
issuer and would have to be disclosed in 
the proxy statement. 
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2. Preparation of financial state- 
ments. Item 15 of the proxy require- 
ments specifies the financial statements 
which must be included in the proxy 
statement in certain cases. It is pro- 
posed to add an instruction to this item 
to make it clear that such statements 
shall be prepared and certified in ac- 
cordance with the Commission’s Regu- 
lation S-X. 


3. Other proposals. The SEC is 
considering a number of other changes 
in its proxy rules which do not direct- 
ly affect the work of the public account- 
ants but which will be of great interest 
to issuers. In connection with the re- 
muneration of directors and certain 
officers, for example, it is proposed to 
add a new tabulation showing their ex- 
pense allowances. The present require- 
ment for a separate showing of their 
bonuses would be eliminated, as would 
information as to increases in their 
remuneration during the year. Infor- 
mation presently required as to pension 
and retirement benefits of directors and 
officers would be placed in a separate 
tabulation with all other forms of de- 
ferredcompensation. Information would 
also be required as to the remuneration 
in excess of $25,000 of “associates” of 
certain persons including officers and 
directors. 


The SEC invited all interested per- 
sons to submit data, views and com- 
ments on its proposals before February 
29, 1952. It is probably not too late 
even now to write the SEC if you have 
any comments. The proposals in de- 
tail were set forth in Release No. 4668 
under the 1934 Act. 
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Conducted by SAMUEL S. REss 


Employers Right to Hearing 
) E question as to whether or not an 
Employer’s objection to a local of- 
fice determination was timely, is con- 
sidered in Referee’s Case No. 538-521- 
51k. This decision is the first one 
handed down in connection with an 
mployer’s objection to being charged 
with Unemployment Insurance benefit 
payments as set forth in the Notice of 
Experience Rating Charges on Form 
[A 96. 

In the case decided by a Referee, a 
claimant filed for Unemployment In- 
surance benefits on March 5, 1951, and 
continued as a benefit claimant for over 
six months. The claimant received 
twenty-two benefit payments of $19.00 
each. In August, the Employer re- 
ceived an Experience Rating charge 
from the Unemployment Insurance Di- 
vision on form IA 96, charging his ac- 
count with benefit payments to the 
claimant for the week ending July 29, 
1951. The Employer objected to the 
charge, as well as to any further pay- 
ments to the claimant, and requested 
a hearing. The Employer forwarded the 
$10.00 deposit required. 

At the hearing, a partner in the Em- 
ployer firm testified that the Employer’s 
objection was based upon the fact that 
the claimant had left her employment 
in the first quarter of 1951 without 
good cause. The Employer further re- 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is a member of the Soci- 
ety’s Committees on Clothing Manu- 
facturing Accounting and on Labor 
and Management. 
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fused to rehire her. The Employer 
stated that he had informed the local 
office of the circumstances under which 
the claimant had left her position and 
that the Employer subsequently re- 
ceived an initial determination from the 
Insurance Office that the claimant was 
entitled to benefits without disqualify- 
ing conditions. The Employer failed to 
ask for a hearing within 20 days after 
the receipt of that initial determination 
in March of 1951. However, when he 
received the notice of benefit charges 
for the week ending July 29, 1951, on 
August 20, 1951, he requested a hear- 
ing. At the hearing, the Referee found 
in favor of the claimant. He held that 
the Employer was not entitled in Au- 
gust to contest the initial determination 
dated and issued to the Employer on 
April 3, 1951, which declared the claim- 
ant eligible for benefits without dis- 
qualifying conditions. 

The alleged disqualification issue was 
whether or not the claimant had good 
cause to leave her employment. The 
Referee held that that issue could have 
been litigated back in April, provided 
that the Employer had requested a 
hearing before the expiration of the 20- 
day period. The subsequent notification 
of benefit charges given by the Division 
did not give the Employer a second 
chance to reopen the issue regarding 
the claimant’s unemployment in March. 

The Referee overruled the Employ- 
er’s objections and the initial deter- 
mination charging the Employer’s Ex- 
perience Rating Account with a benefit 
payment to the claimant for the week 
ending July 29, 1951, was sustained. 
The Referee further held that the Em- 
ployer was not entitled to the return of 
the $10.00 deposit under Section 620.1 
(c) of the law. 

The Unemployment Insurance Divi- 
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sion has acquiesced in the ruling of the 
Referee in this case. However, it has 
indicated that in the present case, a 
clear-cut one time issue was involved, 
ie., whether or not the claimant quit 
her job voluntarily and without good 
cause. It indicated that its decision 
would have been different if the issues 
in the case involved the question of 
availability for employment during the 
period of unemployment. 

Where the issue of availability for 
employment arises, the Division feels 
that the hearing request could be con- 
sidered timely regarding any period 
within 20 days prior to the hearing 
request. 


Refusal of Employment 

Without Good Cause 

The Appellate Division has reversed 
the Appeal Board in Case No. 26862- 
51. The issue involved was whether or 
not the claimant had good cause for re- 
fusal of employment as a general ste- 
nographer at a salary of $41.00 a week, 
where her former salary as a chemical 
stenographer paid $58.00 a week. The 
Court held that the possession of a 
specialized skill such as that of chemical 
stenographer does not constitute good 
cause for refusal of employment as a 
general stenographer. The Court stated 
that the full utilization of all skills was 
not the effective test to be applied under 
the statute, but rather the availability of 
work for which the claimant is fitted by 
training and experience. 

The Court also disregarded the dif- 
ference between the claimant’s former 
salary of $58.00 a week as against the 
$41.00 salary offered with the refused 
job. . 

In its decision the Court pointed out 
that the claimant had been employed 
for about six years as a stenographer 
and typist for a chemical company. 
When she left this employment due to 
pregnancy she was receiving $58.00 a 
week. When she returned to the labor 
market she filed a claim for unemploy- 
ment insurance benefits and 4 months 
later she was offered employment as a 
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stenographer at $180.00 a month. The 
going rate for experienced stenograph- 
ers in that area was then $40.00 to 
$45.00 a week. The claimant refused the 
offer because she was dissatisfied with 
the salary and objected to travelling 
one-half hour by bus. 

The Appeal Board found in favor of 
the claimant on the ground that the 
claimant’s training and experience as a 
chemical stenographer entitled her to 
seek employment at a skill comparable 
with her previous employment. 

The Court reversed the Appeal 
Board and stated that the test to be ap- 
plied under the statute was the avail- 
ability of work for which the claimant 
is fitted by training and experience. 
The Court cited a number of judicial 
interpretations in prior cases involving 
the same issue. 

In Matter of Delgato (278 App. Div. 
237), a sewing machine operator, who 
had completed a training course as hair- 
dresser, without good cause refused 
employment in her usual occupation. 
The Court held in that case that where 
a person is reasonably fitted for more 
than one kind of employment, he does 
not bring himself within the benefits 
provided by the Unemployment In- 
surance Law if he refuses one kind of 
job merely because he prefers anotiier 
type of work. 

In Matter of Strazsa (278 App. Div. 
1036), the claimant refused employ- 
ment for which he was reasonably fitted 
by training and experience. The claim- 
ant was trained to bake Italian and 
French style bread and cakes. He was 
offered a job as a baker of American- 
style bread and rolls. He refused that 
job. It was held that his refusal was 
without good cause because the statute 
does not contemplate such a precise 
selection of employment. 

In another case, Matter of De Bruyne 
(278 App. Div. 1036), ‘the claimant 
was a fur finisher and was unemployed 
because of a seasonal lull in her indus- 
try. She was offered a job in a sewing 
position. The Court held that the re- 
fusal of a job in the claimant’s highest 
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skill was unwarranted where there are 
no reasonable employment opportunt- 
ties in that skill because of seasonal con- 
ditions. The Court further held that if 
the claimant is fitted by training and 
experience for the job offered, even 
though the wages are appreciably be- 
low those paid for the higher skill, the 
claimant cannot refuse the proffered 
employment without losing her Unem- 
ployment Insurance benefits. 


Name Band Leaders and 

Musicians Held Employees 

The Appellate Division has again 
decided in a decision handed down 
January 9, 1952, that leaders of certain 
“name” orchestras which were engaged 
to play at the Hotel “X’’ were em- 
ployees and not independent contrac- 
tors. The members of the bands were 
held to be employees of the hotel and 
not emplovees of the leaders. The lead- 
ers and musicians involved operated 
under written contracts which desig- 
nated them as employees. There was 
some evidence of rather trifling acts of 
control on the part of the management 
of the hotels where the orchestras 
played. The Court stated “ ... neither 
the Referee nor the Board apparently 
ever made any attempt realistically to 
appraise the relationship in the light of 
common law principles as was done in 
the case of Bartels vs. Birmingham 
(332 U. S. 126). However, under the 
decisions of this State, we think the de- 
cision of the Board must be affirmed as 
being within the realm of fact...” (cit- 
ing cases, including Matter of Roseland 
Amusement Co., Inc., 269 A. D. 713; 
affirmed, 295 N. Y. 913.) 

In the Bartels case it was decided 
that, for federal social security pur- 
poses, “name” band leaders were inde- 
pendent contractors and the members 
of the orchestra were employees of the 
band leader ‘rather than of the pur- 
chasers of the music. 


Determination of Base 
Year Earnings 


A salesman had been changed from 
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a drawing account to a straight com- 
mission basis of payment. The question 
arose in. Referee’s Case No. 538494- 
51K whether a salesman had 20 weeks 
of employment during his base period, 
as required by section 527 of the Unem- 
ployment Insurance Law. The claimant 
had previously been employed for 14 
weeks with an Emp!over other than the 
one involved in this case. The latter 
Employer included the claimant on his 
payroll for a total of 5 weeks, with total 
payments of $200.00. The claimant 
testified that he was hired by the sales 
manager of the Employer af $40.00 a 
week. For the first 3 weeks he attended 
a sales training course and incidentally 
tried some sales work. At the end of 
the first 3 weeks he went out into the 
field to sell. He lost his employment 6 
weeks after he was hired. He claimed 
he had only been paid for five weeks, 
At the end of the fifth week the claim- 
ant was told that he could continue 
working for the Employer, but would 
not be allowed a drawing account. The 
claimant tried to earn some commis- 
sions by sales activities during the 
sixth week but was unsuccessful. The 
Employer had indicated that if the 
claimant had consummated a sale dur- 
ing the sixth week he would have been 
paid his normal drawing account of 
$40.00. The claimant had sued the [m- 
ployer for $40.00 in the Small Claims 
Court, but had not been successful on 
the ground that the claimant had not 
made any sales and was not entitled to 
any commissions or drawings. 


The Referee held that the claimant 
had performed services of the same 
character in the final week of his em- 
ployment as he had performed pre- 
viously ; the only difference was in his 
method of operation. He was not paid 
any drawing account against commis- 
sions for that week. In all other re- 
spects he was subject to the Employer's 
supervision, direction and control. The 
Referee further held that the judgment 
of the Small Claims Court does not 
alter his finding that the claimant was 
an employee during that sixth week. 
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Conducted by Max Brock, C.P.A. 


Tax Department Mechanics 


Collecting Personal 
Income Tax Data 


One of the major problems of the 
personal income tax period is the col- 
lection of the required data from the in- 
dividuals. A substantial saving of time 
can be effected by having the taxpayer 
assemble his data prior to conferring 
with the accountant. It is even possible, 
where a well designed form is used for 
the assembly of tax information, that 
the material may be mailed to the 
accountant. In the latter event, a per- 
sonal conference can be arranged if 
desired as a matter of policy, or if made 
necessary by unsettled problems that 
cannot be disposed of on the telephone. 

Some accounting firms mail to their 
clients a form (questionnaire) which 
they are asked to complete and either 


‘mail or deliver in person. These forms, 


if properly completed, generally permit 
the preparation of the personal returns 
in short order. In time, as clients be- 
come accustomed to the form, they fill 
it out with increasing accuracy and 
thoroughness. 

The questionnaire becomes a part of 
the workpapers for the related return. 
Accountants who feel that the data 
submitted by the taxpayer should carry 
his signature provide for the signature 





Max Brock, C.P.A. (N-.Y., Pa.) 
is a Director of the New York State 
Society of Certified Public Account- 
ants and has been the chairman of 
the Society’s Committee on Admin- 
istration of Accountants’ Practice. 
He is a member of the firm of 
Anchin, Block & Anchin. 
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and even some representation to go 
with it. The form used by a represen- 
tative accounting firm has been made 
available for publication and is repro- 
duced on page 192. When folded, the 
form fits conveniently into the office 
copy of the return. 


Controls 

There are a number of loose ends in 
tax practice which must not be per- 
mitted to be “lost in the shuffle.”” Some 
control record must be established to 
avoid oversights and mishaps which 
otherwise can happen, with attendant 
embarrassment. Here are two common 
situations : 

1. In instances where expenses are 
capitalized, credit for depreciation 
or amortization of the amount 
amortized should be taken in 
specified future vears. Where re- 
turns have already been filed for 
one or two of these future years, 
as is often the case, the taxpayer 
has either of two alternatives, 
namely, to file a refund claim or to 
wait for the examinations. Many 
accountants prefer the latter course 
and resort to a refund claim only 
to avoid the outlawing of the 
credit. What type of record should 
be maintained to (a) make sure 
that credit is received when the 
examination is made, and (b) to 
insure that a protective claim will 
be timely filed if no examination 
is made? 

2. Another common situation which 
requires a control mechanism deals 
with the filing of refund claims 
and avoidance of the risk of the 
running of the statute of limita- 
tions. When an accountant pre- 
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INSTRUCTIONS FOR FOLLOWING YEAR'S DECLARATION OF ESTIMATED TAX 














pares a refund claim for a client 
he must determine the following : 


a) that the client received, signed, 


and mailed the form, 


b) that the Collector received the 


form, 

c) that the claim is acted upon 
before the statute of limitations 
on remedial action becomes 
operative. 


How can compliance be reasonably 
and efficiently controlled ? 
Responses from readers are solicited. 


Another Advance in Relation 
with Credit Executives 


One of the major activities of our 
Society is the constant effort to main- 
tain the most satisfactory relations with 
other groups, such as bankers, attor- 
neys, credit executives, tax adminis- 
trators, etc.; to join with them in edu- 
cational activities; and to discuss and 
resolve mutual differences. 

The Committee on Cooperation with 
Credit Men has, over many years, 
achieved outstanding results in creat- 
ing a better understanding by credit 
men of the inherent limitations of 
audits, and of the confidential relation- 
ship between the accountant and the 
client. Accountants have learned from 
credit men how they can make their 
statements more informative. 

In certain trades, where seasonal 
credit lines are abnormally large in re- 
lation to capital, there has been one 
area of irritation which, because of its 
delicacy, just needed time and under- 
standing before it could be brought into 
the open for discussion. 

This involved a complaint by some 
accountants that credit executives were 
interfering unduly in the selection and 
maintenance of auditors, and instances 
of plain favoritism. Also, that unfair 
and unreasonable pressure is exerted 
by some credit men for data beyond 
that specifically authorized by clients 
for release. ; 

In fairness to credit executives it 
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should be pointed out that, because of 
variations in audit and report stan- 
dards among accountants, selectivity 
developed as a defensive measure. But, 
as can so easily happen in such cir- 
cumstances, qualified accountants who 
were not well known to credit execu- 
tives occasionally became the victims 
of such restrictive actions. The pressure 
for information, obviously, is a result 
of the large credit lines granted and the 
resultant high risks. 

The present Accountants’ Commit- 
tee, under the chairmanship of Morton 
I. Davis, C.P.A., and largely at his 
urging, put these issues on the agenda 
of the recent annual dinner meeting 
with its counterpart committee of the 
New York Credit and Financial Man- 
agement Association. It can be re- 
ported that the subjects, despite their 
delicate nature, were understandingly 
and sincerely received by the credit 
executives’ committee. 

3ased upon the sympathetic and co- 
operative expressions of the credit 
men’s committee there is good reason 
to believe that these views will perco- 
late down to the rank and file credit 
executives, and that in time there 
should be a material alleviation of the 
conditions discussed. The committee 
and its chairman are to be congratu- 
lated on their willingness to spearhead 
this action and the satisfactory response 
is, in large measure, an evidence of the 
high esteem in which he is held by 
credit executives. 

Let those accountants who feel ag- 
grieved not expect an overnight change 
in attitudes and practices. Improve- 
ment will take time. However, a good 
start has been made and we look to 
the committee to continue their effec- 
tive work. 


Retainer Arrangements 


The subject of fees has always been 
intriguing to accountants and perhaps 
always will be. Uniformity may never 
be achieved, and there is no good rea- 
son why charges should ever be fixed. 
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Personal services cannot be price-fixed 
like merchandise. 

Annual retainers are a very common 
basis for monthly and other shorter- 
than-annual audits. Some uniformity 
may be achieved with respect to serv- 
ices that are includible within the re- 
tainer scope and those that are ex- 
traneous. Progress in this direction is 
bound to be an aid in the establishment 
of more adequate fees, and the reduc- 
tion in controversies as to what con- 
stitutes a fair retainer amount. 

The following is a basis for retainers 
which is worthy of consideration : 

1. The retainer should cover services 
that are reasonably predictable as 
to volume and complexity. In this 
category, generally, are the follow- 
ing : 

a) auditing 
b) financial 
tion 
c) preparation of tax returns — 

covering routine business 
transactions 


statement prepara- 


d) review of reports and tax re- 
turns with client. 


2. By excluding the non-predict- 
able items, the retainer can be 
made less speculative. Who will 
gain or lose on this basis is not 
a certainty. 

3. Non-retainer items should be bill- 
able separately when, as, and if 
the services are performed. In 
these instances the fees should not 
be based on time alone, but on 
time and achievement factors. 
Services included in this category, 
patently, are those not covered by 
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6. 


the retainer. The following are 

illustrations of such services: 
Extraordinary tax planning 
Attendance at tax examinations 
except, perhaps, when only min- 
or problems develop 
Conferences on a high level, not 
dealing directly with financial 
statements and tax returns pre- 
pared 
Special investigations, etc. 


In order that a client should not 
receive too many bills, non-retain- 
er items might be billed semi-an- 
nually, or even annually. 


In any event, clients should be ad- 
vised that it is not intended under 
a retainer arrangement that un- 
limited services be rendered for a 
limited fee. This should be under- 
standable by a fair-minded _busi- 
nessman and, if necessary, his 
own business operations might be 
used for illustrating the propriety 
of this point. Thus, even where 
routine services are involved, 
should it happen that because of 
sharply increased business volume, 
or because of difficulties within 
the client’s own organization, the 
annual retainer is substantially in- 
adequate, “renegotiation” of the 
retainer should be possible and a 
year-end adjustment be provided 
for. This is a delicate situation but, 
if deftly handled, can be worked 
out in many cases. 


With new clients it should be pos- 
sible to institute sound arrange- 
ments from the outset. Old clients 
may have to be brought around 
gradually and diplomatically. 


March 








ch 

















The Excess Profits Tax Exchange 














Conducted by Davip Zack, C.P.A. 


\ is column is a clearing house for 
questions, problems and comments 
regarding Excess Profits Taxes. Items 
of general interest will be published 
herein and full credit will be given all 
contributors unless they request other- 
wise. All inquiries and contributions 
should be addressed to: 


Editor, The Excess Profits Tax Exchange 
The New York Certified 
Public Accountant 
677 Fifth Avenue 
New York 22, N. Y. 


New Corporations 
and War Contracts 


A reader recently submitted the fol- 
lowing question: 


“May I express my appreciation to you 
and the editors of the New York Certified 
Public Accountant for your excellent pres- 
entation on a very difficult subject. I have 
one question though which I would appre- 
ciate your answering. In the January, 1952, 
issue, you referred to the restrictions placed 
upon “New Corporations”, particularly the 





Davip Zack, C.P.A. and member 
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ciety and of its Committee on Fed- 
eral Taxation. He is Chairman of 
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Mr. Zack is a Lecturer on Taxa- 
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ministration and at the New York 
University Institute on Federal 
Taxation. 

Mr. Zack has written on tax mat- 
ters for various publications. He is 
a partner in the firm of David 
Berdon & Co., Certified Public 
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restricions that such corporations would not 
be entitled to benefits of lower rates if 
50% or more of their business was subject 
to renegotiation. You further stated that 
gross income of renegotiable business was 
determined after cost of sales deducted. I 
am afraid I do not understand the allow- 
ances for cost of sales before determining 
the amount of business subject to renegotia- 
tion. Could you clarify that point further 
and provide me with a reference to the 
Renegotiation Account.” 


Section 430 (e) (3) of the Internal 
Revenue Code, as amended by the Rev- 


enue Act of 1951, provides as follows: 


“LIMITATION—The provisions of para- 
graph (1) of this subsection (ceiling rates 
for new corporations) shall not apply to a 
taxpayer which derives more than 50 per 
centum of its gross income (determined 
without regard to dividends and without 
regard to gains from sales or exchanges of 
capital assets) for the taxable year from 
contracts and subcontracts to which the pro- 
visions of Title I of the Renegotiation Act 
of 1951 (or the provisions of any prior 
renegotiation act) are applicable.” 


The comment in the January, 1952, 


column referred to the fact that the 
statute, as set forth above, speaks of 
“gross income” 


rather than “gross 





receipts.” The term “gross income” 
has definite significance in tax parlance 
and represents the so-called gross profit 
which remains after the deletion of the 
cost of goods sold from the gross sales. 


The statute would therefore seem tc 


) 


require a comparison of the gross in- 
come or gross profit from contracts or 
subcontracts subject to renegotiation 
with the total gross income of the tax- 
payer corporation, exclusive of divi- 


dends and 
the 50% test. 


capital gains, in applying 
This is in contradis- 


tinction to a mere comparison of the 


defense and civilian work. 
tinction is particularly 


gross receipts or sales resulting from 
This dis- 
significant 
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where, as is often the case, the margin 
of gross profit on civilian work is sub- 
stantially greater than the gross profit 
percentage on government contracts 
subject to renegotiation. Thus it may 
easily be true that the limitation on the 
use of the special ceiling rates may not 
apply to a corporation whose renego- 
tiable sales represent more than 50% 
of its total sales but whose gross profit 
from government contracts may be less 
than 50% of its total gross income. 

It is interesting to note that the 
Senate Finance Committee Report on 
this section of the bill (Section 501 of 
the Revenue Act of 1951) makes it 
clear that the 50% gross income test is 
applied to all income to which the re- 
negotiation laws are applicable whether 
or not the income is actually renegoti- 
ated. Thus, despite the fact that the 
Renegotiation Act of 1951 specifically 
exempts from renegotiation receipts 
and accruals of less than $250,000 in 
any taxable year, gross income from a 
government contract or subcontract 
which is subject to the Renegotiation 
Act of 1951 in an amount less than 
$250,000 could deprive a taxpayer of 
the benefits of the special excess profits 
tax ceilings for new corporations, if it 
represented more than 50% of the 
corporate gross income. However, 
neither the law nor the Committee 
Reports indicate whether the gross 
profit from government contracts is to 
be computed before or after renegotia- 
tion. 

The Renegotiation Act of 1951 
(P. L. 9, 82nd Cong. H. R. 1724) was 
approved by the President on March 
23, 1951 and may be found in any book 
of Federal statutes and most commer- 
cial services on government contracts. 


Relief Sections and Part IV 
The following question points out a 
real limitation in the recently enacted 
Part IV of the Excess Profits Tax Law. 
“Is a purchasing corporation which 
qualifies under Part IV _ automatically 


barred from the other relief sections of the 
law (Secs. 442 to 446)? More specifically, 
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if a purchasing corporation was organized 
after its base period, would it be entitled 
to new corporation relief under Section 
445?” 


Section 474(b) of the Internal Key- 
enue Code (Part IV) provides that 
“the average base period net income of 
a purchasing corporation, if computed 
with reference to this part, shall be 
determined under section 435(d)” (em- 
phasis supplied). This language indi- 
cates that a purchasing corporation 
which qualifies under Part IV must 
compute its average base period net 
income under the general average 
method provided by section 435(d). 
Inasmuch as the relief sections (Sec- 
tions 442-445) provide for alternative 
computations of average base period 
net income, the purchasing corporation 
would seem to be foreclosed from the 
benefits of these relief sections, inclu- 
ing section 445 with new corporations. 


Computation of Maximum Tax 
For New Corporations 
The following question raises an in- 
teresting point in the computation of 
the newly enacted maximum excess 
profits tax for new corporations : 

“In computing the tax for new corpora- 
tions beginning after July 31, 1945, on their 
excess profits net income in excess of 
$300,000. for corporations whose taxable 
year began before April 1, 1951, and ended 
after March 31, 1951, is a straddle compu- 
tation required using 15% and 18% and 
based on the number of days before and 
after March 31, 1951, or do we use the 
straight 18% 2” 


Section 430(e)(1)(E) (iii) of the 
Internal Revenue Code provides that 
the maximum tax shall be “if the tax- 
able year (other than a taxable year 
described in clause (ii)) ends after 
March 31, 1951, an amount equal to 18 
per centum of the excess of the excess 
profits net income for the taxable year 
over $300,000.” However, this provi- 
sion merely prescribes the rates appli- 
cable after March 31, 1951 and must 
be read in conjunction with Section 
430(b) which specifically requires the 
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allocation of the rates applicable to the 
period before and after March 31, 1951 
on a daily basis. The straddle com- 
putation using both 15% and 18%, 
based on the number of days before and 
after March 31, 1951 is therefore re- 
quired. Part IV of the official Schedule 
EP (Form 1120) FY provides for this 
computation. 


Growth Formula 
The following question raises a very 
practical problem : 


“In determining if a corporation is en- 
tiled to use the alternative credit based on 
growth under Sec. 435 utilizing the gross 
receipts method, do we include the figure 
” or “gross sales less returns 
and allowances” in computing the gross 
receipts ?”” 


“oross sales 


The statute (Sec. 435(e)(5) (A) ) 
defines “gross receipts” as “the total 
amount received or accrued * * * from 
the sale, exchange” etc. There is no 
mention anywhere in the law about 
returns and allowances in this connec- 
tion and the Regulations shed no light 
as they merely paraphrase the statute. 
However, it would seem to this writer 
that sales returns and allowances do 
not represent “amounts received or 
accrued” from a sale or exchange and 
that therefore, in computing ‘“‘gross 
receipts” under the growth formula, 
“gross sales less returns and allow- 
ances” should be used. 


Dividend “Throw-Back” re Base 
Period Capital Additions 


This question highlights an impor- 
tant provision regarding base period 
capital additions. 


“In computing total assets for the compu- 
tation of the base period capital addition in 
Schedule EP-2(a), the excess profits tax 
instruction sheet on Page 11 quotes Section 
441(e) as follows: ‘So much of the distri- 
butions to stockholders made during the 
first 60 days of any taxable year (other than 
the first taxable year ending after June 30, 
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1950) as does not exceed the accumulated 
earnings and profits at the beginning thereof 
shall be considered to have been made on 
the last day of the preceding taxable year.’ 
Does the ‘Throwback Rule’ apply to all 
taxable years preceding as well as follow- 
ing, the first excess profits tax year or does 
it refer to only excess profits taxable years 
other than the first year ?” 


Section 441(e) of the Internal Rev- 
enue Code applies the 60 day throw- 
back rule to the computation of the 
“invested capital, equity capital or ac- 
cumulated earnings and profits as of 
the beginning of any taxable year” (em- 
phasis supplied) “except in the case of 
the taxpayer’s first taxable year ending 
after June 30, 1950.” The rule there- 
fore applies to all taxable years pre- 
ceding, as well as following, the first 
excess profits tax year and is not at all 
limited to excess profits taxable years 
other than the first year. The applica- 
tion of this section to the computation 
of the base period capital addition will 
usually work out to the taxpayer’s ad- 
vantage. 


Alternative Base Period Net Income 
For Certain Fiscal Year 
Taxpayers 
The following question seems to 

carry the seeds of the answer within 

itself. 

“Section 435(d) allows an alternate base 
period for certain fiscal year corporations 
‘if such substitution produces a lesser tax 
for the taxable year for which the tax is 
being computed.’ If a fiscal year corporation 
has no tax to pay for the current year, may 
it still use this alternative tax to gain a 
larger unused excess profits credit to be 
carried back and forward to other taxable 
years in order to reduce taxes?” 


The quoted portion of Section 
435(d) seems to so specifically limit 
the benefits of the option to the cur- 
rent year as effectively to prevent its 
use to swell an unused excess profits 
credit. 
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Governmental Accounting 


By R. M. Mikesell. RicHarp D. Irwin, 
Inc., Chicago, Ill.; 1951. Pages: x + 725; 
$8.00. 


his book incorporates and elaborates on 
the principles and practices recommended by 
the Municipal Finance Officers Association of 
the United States and Canada and its Na- 
tional Committee on Governmental Account- 
ing. In addition to the principal phases of 
Municipal Accounting covered in another 
standard text, the twenty-two chapters of this 
volume include a review of the accounting 
for educational institutions and hospitals. 

There is also a section on Municipal Ac- 
counting Terminology, principally derived 
from the similar section of Municipal Ac- 
counting Statements, Bulletin No. 12 of the 
National Committee on Municipal Account- 
ing. Definitions applicable to utilities are 
from the section on Terminology of the 
Manual of Water Works Accounting pre- 
pared jointly by the Municipal Finance Off- 
cers Association of the United States and 
Canada and the American Water Works 
Association. 

A summary of principles and standard pro- 
cedures recommended by the National Com- 
mittee on Municipal Accounting and a stand- 
ard audit procedure for municipalities are set 
forth, and the wide scope of this volume is 
further indicated in the introduction which 
points out that Accounting and Budgeting for 
the Federal Government as well as on the 
State and local level are included. 

The timing of the publication apparentally 
did not permit a consideration of “Municipal 
Accounting and Auditing Publication No. 14 
of the National Committee on Governmental 
Accounting” reviewed in The New York 
Certified Public Accountant in January, 1952 
This review points out the change in title of 
the statement prepared by the Special Assess- 
ment Fund which was called “Statement 
Analyzing Changes in Reserve for Author- 
ized Expenditures” and which is now entitled 

“Statement of Expenditures and Encum- 
brances Compared With Appropriations” 
The new caption, which is more descriptive, 
is not noted in this volume. 

Despite the fact that other phases of gov- 
ernmental accounting are covered quite com- 
pletely, no mention is made of accounting for 
municipal airports. This reviewer is particu- 
larly disappointed to note that no considera- 
tion was given to the subject of Airport Ac- 
counting in general or to Airport Cost Ac- 
counting, both of which were discussed in 
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“Airport Accounting for the Port ot New 
York Authority” by Karl G. Clement, in The 
lew York Certified Public Accountant, April 
1951. Here again the timing of publication 
may not have permitted inclusion of this 
material. 

A clear presentation is made of the concept 
of Performance Budgeting brought to promi- 
nence by the Commission on Organization 
of the Executive Branch of the Government 
(the “Hoover Commission’) illustrated by 
examples from the budget of the City of 
Richmond, Virginia. 

On the perennial question of compensation 
of governmental auditors, the author points 
out that the State of Idaho has partially met 
the difficulties involved in flat fee bids in 
negotiation with private accountants for au- 
diting service by providing for the submission 
of bids on any one of the following three 
bases : 

1. Per diem. 
2. Per diem with maximum fee. 
3. Flat fee. 


It is pointed out that the multiple basis 
for bidding is conducive to securing offers 
from fully qualified professional accountants 
who would refuse to compete if flat fee bids 
only were acceptable. Unfortunately it does 
not overcome the limitation of a fixed amount 
appropriation for the audit fee. 

It is possible to criticize undesirable prac- 
tices in State and local government units 
without specifying what particular munici- 
palities are the offenders. This anonymity 
is obviously impossible in referring to the 
Federal Government. Perhaps in order to 
avoid what might be a highly controversial 
subject the author limits himself to the state- 
ment that “while many small and medium 
sized municipalities have excellent account- 
ing and budgeting systems . . . the accounts 
of the Federal Government do not even rep- 
resent a complete set of books.’ There may 
be many who would wish that the budget ot 
the Federal Government could be made 
digestible by the legislators, if not by the 
general public. In his conclusion the author 
cites the importance of auditing and reporting 
in protecting the taxpayer’s financial interest, 
ending on the gloomy but undoubtedly  real- 
istic note that “it must be admitted, how- 
ever, that the real use of governmental finan- 
cial reports by the general public is so slight 
as to be almost negligible.” ; 

Since governmental activities are becoming 
more complex on all levels it is increasingly 
important that the facts of government man- 
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agement be presented clearly to the public, 
who have the final responsibility. The growth 
of literature in the field of governmental ac- 
counting is, therefore, encouraging since 
many of the facts can be presented through 
the medium of financial reports. Every ac- 
countant, as a citizen, is concerned with the 
financial control, accounting and reporting of 
the various government units which serve 
him. If the reporting of the facts improves, 


it may lead to a better policing of govern- 
mental activities on all levels. This book, 
therefore, as a clear presentation of the prin- 
ciples involved should prove a definite con- 
tribution to better governmental accounting 
and reporting. 

Rosert G. JACOB 


Chief Accountant 
The Port of New York Authority 
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Captain 
Raymond Harvey 
Medal of Honor 
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Tae 17TH INFANTRY REGIMENT was at- 
tacking Hill 1232 near Taemi-Doug, Korea. 
Able and Baker Companies became split by 
a Red-held ridge. Charlie Company, Cap- 
tain Harvey commanding, was moving up 
to fill the gap when the dug-in Red guns 
pinned it down. Calling for covering fire, 


Captain Harvey advanced alone through a 
hail of enemy bullets. One by one, he per- 
sonally wiped out four emplacements of 
machine guns and automatic 
Then he caught a bullet through the lung. 
But he stayed on, refusing evacuation, until 


weapons, 


sure the objective had been won. 
“In Korea,” says Captain Harvey, “we 
united strength. 


stopped aggression by 


You were helping—every time you bought 
a Defense Bond. Because your Defense 
Bonds were doing more than just helping 
keep you, and your family, and your coun- 
try financially stable. They were backing us 
up in the field with American production 


ee 
7 


7 # 
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sees: 


power, the surest support any fighting man 
can have! 

“T hope youll go on buying Bonds— 
many. many of them. For your Bonds—and 
our bayonets—are making America strong. 
And in today’s cold-warring world, peace is 
only for the strong.” 

* * * 
Remember that when you’re buying bonds for na- 
tional defense, you’re also building a personal reserve 
of cash savings. Remember, too, that if you don’t 
save regularly, you generally don’t save at all. So 
sign up today in the Payroll Savings Plan where you 
work, or the Bond-A-Month Plan where you bank. 
For your country’s security, and your own, buy 
United States Defense Bonds now! 


Peace is for the strong... 


Buy U S. Defense Bonds now! 


The U. 8. Government does not pay for this advertisement. It is donated by this publication in cooperation 
with the Advertising Council and the Magazine Publishers of America. 
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